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BANKING 



IN CONNECTION WITH 



THE CTmREirCT MD THE BAM OF EJf&LAin). 



I HAVE frequently been requested to reprint a 
Lecture on Banking which I deUvered some years 
since to my constituents at Peterborough. There 
are so few works giving any popular illustration of 
the business carried on at the Bank of England, 
that it is on this account, I believe, rather than 
from its possessing any intrinsic merit, which has 
obtained for the Lecture more notoriety than it 
deserves. The few general principles enunciated, 
belong more to questions of Political Economy 
than to Banking, and even these are borrowed 
principally from McCulloch, and are of little 
more value than is due to anything proceeding 
from such an authority. I can hardly object, 
however, to having the Lecture reprinted, and 
I do so with the less reluctance, because it 
affords me an opportunity of offering some 
prefatoiy remarks, which may not, I believe, 
be considered inopportune at the present moment, 
when the discussion of the state of our mone- 
tary affairs in connection with the Bank of 



England and with the currency, is attracting a 
considerable amount of public interest. I hope to 
be able to show that the blame which has 
boon attributed to the Bank of England, is 
mainly owing to the fact that the Bank has 
l)oon expected to perform duties inconsistent with 
those sound principles on which all Banking 
Institutions should be conducted in this country. 

Ill order to understand the action of the Bank of 
l^j upland correctly, it must always be borne in mind 
that, since the Act of 1844, the Directors have had 
no control over that part of the currency which 
consists of Bank Notes ; that is, they have had 
nothing whatever to do with the amount at any 
time in circulation in the country. The only func- 
tion of the Bank in this respect is to give notes for 
sovereigns when these last exceed five in number, 
or for bar gold, and to give or return sovereigns 
for every Bank Note presented for payment. 

Gold uncoined, that is, in the shape of bars, is 
received by the Bank and notes given in exchange 
at the rate of .£3. 17s. 9d. per ounce of 22 
parts out of 24 of pure gold. In consequence of 
this operation, which it is, by law, compelled to 
make, the Bank is commonly said to buy gold at 
£S. 17s. 9d. per ounce. But, in truth, there is 
little in the transaction which resembles an 
ordinary purchase. The Bank Note given in ex- 
change for such gold is more in the character of a 
receipt than a payment for a purchase. The Bank, 



as I have already stated, is obliged by law to give 
Bank Notes for all the gold brought to them for 
that purpose, and to give gold coin, i. e., sovereigns, 
for Bank Notes whenever presented for payment, 
The transaction is carried on in this way : — 

An importer or holder of, say, 1,000 ounces 
of gold desires to convert it into coin : he can do 
so by sending it to the Mint, where the operation 
will be effected free of charge, the Mint delivering 
him sovereigns at the rate of £S. 17s. lO^d. for 
every ounce of gold when it has been properly 
assayed, and this coined money is given him at that 
rate for every ounce of standard (i.e. of 22 carats 
fineness) ; but, as the operation is a troublesome 
one to an importer, and must cost something in 
sending to and from the Mint, and is attended with 
some loss of interest during the period of coinage, 
the usual and, I may say, the invariable course 
is for the importer to send his gold to the Bank of 
England, which is compelled by law to buy it at 
£3. 17s. 9d. per ounce, and this difference in price 
of 1 Jd. per ounce is readily paid, and is a great 
accommodation to the importer, who gets his gold 
coin without delay and without further expense. 

Every note presented at the Bank of England 
for payment must be immediately paid in gold 
coin ; but as it was known that the wants of the 
community in this country were such as to re- 
quire, for the ordinary trade, from 17 to 20 miUion 
pounds of Bank of England Notes to be always in 
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circulation, the Bank was permitted to make use 
of, at first 14 and afterwards of 15 million pounds of 
their own notes by investing them in securities, 
so as to make interest ; which interest the Bank 
was to retain for its own use, and this enabled 
the Bank to pay, and the nation had a claim 
to exact a payment for such privilege, which 
payment now amounts to nearly J£200,000 a 
year — the profit which the nation derives from 
the issue of Bank of England Notes. Beyond this 
sum of 15 million pounds, the Bank is prohibited 
from issuing a single Bank Note without having 
an equivalent sum in gold in its vaults, and it is 
compelled to pubUsh weekly an account of all the 
gold so held. 

The profit derived by the Bank from the issue 
of Bank Notes, I have stated in my Lecture, to be 
about £100,000 per annum — it is somewhat less 
— whilst, as I have already shown, the Govern- 
ment receive double the amount made by the 
Bank. The Bank profit is derived from the inte- 
rest on the investment of 15 million pounds at 3 
per cent, per annum, after deducting the expense 
of manufacturing and issuing and exchanging 
its notes, issued not only in London, but at its 
10 branches in the country. 

I have already stated that the Bank is bound at 
all times to pay all its notes, when presented, in 
gold. It has frequently been ask^d how this could 
be effected when 15 million pounds of such notes 



are not represented by gold in hand, but have been 
invested in securities. The mode is very simple. 
Supposing that all the notes outstanding beyond 
15 millions were presented for payment ; the gold 
in the Bank reserved for that purpose would have 
effected this operation; but before the amount 
was reduced to 15 millions, indeed long before, 
the Bank would commence to reaHze its 15 mil- 
hons of securities. <£4,000,000 consist of securi- 
ties perfectly saleable at all times ; the remainder, 
viz., 11 millions, has been lent to the Government, 
If there was any need of that money, the Chancellor 
of the Exchequer would not have the smallest 
difl&culty in turning the Bank debt into 3 per 
cent, stock, which would be put into the names 
of the Governor and Company of the Bank of Eng- 
land, who would sell it as required, receiving for 
all such sales their own notes, tvliich, not being required 
to he re-issued for the purposes of circulation, would he 
completely cancelled, and so, when all the securities 
were reaUzed, and all the outstanding notes paid 
off, this part of the function of the Bank of Eng- 
land would be terminated; and thus, be it ob- 
served, all its Bank Note Habilities would have 
been discharged without any disturbance of its 
other business, or without having touched a shil- 
ling of the capital. 

The great object of the Act of 1844 was to secure 
at all times, and under every possible contingency, 
the conversion of every Bank Note into gold wheA 



presented for payment. This object has been 
completely successful, and the Directors, as I 
have already stated, have no voice whatever in the 
matter. It requires no management, except the 
general superintendence of a large establishment 
where those employed have to discharge very re- 
sponsible duties in dealing daily with large sums 
in Bank Notes and in gold. The effect of the Act 
has undoubtedly been to secure the possession in 
this country of a much larger amount of gold than 
in all probability the Directors would have thought 
it necessary to hold, with reference merely to the 
interests of their shareholders. This large stock 
of gold bearing no interest, and retained merely as 
a security for the integrity of the Bank Note, has 
been alleged to be an evil; but even if it were, in 
one way of looking at the question, an evil, it is a 
very slight one when compared with the enormous 
benefit secured to the community, that Bank of 
England Notes and Sovereigns shall at all times 
and under all circumstances be maintained at a 
perfect equality of value. 

So far I think the Act of 1844 has been per- 
fectly successful. 

The remainder of the Bank Note circulation in 
this country consists of notes issued by various 
Joint Stock and Private Banking Companies in 
England, Scotland, and Ireland. The mode 
adopted by Sir Eobert Peel in 1845 for securing 
the convertibility of these issues was based on a 



different principle ; a limit was put on the amount 
which each Bank might issue after 1845, and no new 
Bank of Issue could be subsequently opened ; and 
this was considered by him sufficient for the pur- 
pose. Certain arrangements were sanctioned by 
which Bank of England paper could be substituted 
for other Bank Notes, and it was thought probable 
that these would induce the relinquishment of 
much of the country Bank circulation during the 
period to which the Act of Sir Kobert Peel was 
limited, when it was contemplated to make fresh 
arrangements by which in all probabihty the coun- 
try Bank Note circulation throughout the kingdom 
would have been extinguished. 

The amounts of Umit of Country 

Bank Note circulation under 

the Acts of 1844 and 1845 

were for England and Wales.... ^68,689,937 

Ditto for Scotland ^3,063,000 

Ditto for Ireland ^66,354,494 



jei8,107,431 



The amount of Bank Notes in 
the kingdom as authorized, in- 
dependent of that of the Bank 
of England, was on the 30th 
June, 1866 Jei6,360,140 

The amount actually in circu- 
lation was Jei4,687,546 
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The whole of this latter amount has been issued 
without any security for its redemption, and the 
Government derives no benefit therefrom except- 
ing the stamp duties on the notes, which amount 
to about ;£55,000 per annum. It is true that the 
country note paper has never been made a legal 
tender, but it is also true that it is practically 
impossible for an ordinary tradesman in the coun- 
try to refuse to take such Bank Notes as are gene- 
rally current in the locality. It may very fairly 
be asked why, if it is considered expedient to 
allow other Banks to issue such an amount of 
Bank paper without giving any security for its 
payment in gold, the Bank of England should 
be placed under more stringent regulations, But, 
in truth, the issue of Bank Notes and sovereigns 
should be made under the same authority, and 
equally under Government superintendence; if the 
Bank of England is continued, as at present, to be 
the agent for the Government in this matter, and 
if it can clearly be shown, as I believe it can, that 
such an arrangement is highly advantageous to 
the country in an economical point of view, it 
appears to be only right and wise for Parliament 
to place the whole Bank Note circulation of the 
country on the like uniform, clear, and intelligible 
footing. 

It has been stated in various quarters, and very 
many newspapers have over and over again repeated 
the statement, that no system of currency can be 



efficient of which the amount is limited without 
regard to the increase of wealth and prosperity, 
and the consequent augmentation of trade in 
. the country. 

'' How absurd,'* wiiies the Daily Neics, ''to expect 
that the same amount of circulating medium can 
discharge the required duties when the exports and 
imports of the country amount to ^6200,000,000 
as when they only amounted to J£50,000,000 ! *' 
No one is prepared to deny, that large daily 
transactions in commerce are calculated in all 
probability to require a larger amount of money in 
circulation than smaller transactions. I say, 
in all probabihty, for it is not necessarily true. 
Banking expedients in all civilized countries, 
and especially in our own, have increased so 
enormously during the last 20 or 30 years, 
that it is difficult to say how niuch they may 
not supply the place of actual cash or Bank 
Notes. But, admitting that more ready money 
was required in 1865 than in 1845, the supply of 
currency in this country, i. e., gold and Bank 
Notes, forming together the only legal tender, is 
only limited by the amount of gold to be found in 
the whole world, for we can always obtain what 
gold we may require by simply giving our com- 
modities in exchange. It is merely a question of 
time. But what has the Government or the 
Bank of England to do with the supply of ready 
money ? Ready money has never, as far as I am 
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aware, in any country in the world, been sup- 
plied by the Government ; it has always been 
provided by the individuals who want it ; all that 
our Government has ever undertaken to do is to 
stamp any quantity of gold brought to the Mint 
into gold coin, thus indicating its weight and 
purity. There is no limit to the quantity of 
gold which may be coined, beyond the limit of the 
power of individuals to obtain the gold ; and, in like 
manner, there is no limit to the quantity of Bank 
Notes which can be obtained at the Bank of 
England, although the Directors are bound to 
retain all the gold brought in beyond the stipulated 
j£15,000,000, so that it is an absolute fact that 
there is no limit placed hy law in this country on 
the amount of gold and Bank of England Notes 
which may be used in circulation, excepting 
that all the Bank of England Notes beyond 
J£15,000,000 must be represented by an equal 
amount of gold. 

Such is the existing system in the United 
Kingdom with respect to currency, and I cannot 
believe that the Legislature will interfere with the 
present arrangements regarding Bank of England 
Notes, unless it were for the purpose of requiring 
that all notes issued should be represented by an 
equal amount of gold in store. I do not, however, 
see the necessity for such a change, and I do not 
apprehend that it is likely to be made. 

Having now disposed of the question of cur- 
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rency, and the issue of Bank of England Notes, I 
will proceed with the question of the other duties 
of the Bank. The next in order is that of the 
management of the National Debt. On this part 
of the subject I think I have said enough in my 
Lecture and its supplement, to which I have 
added such notes as will, show what further changes 
have occurred since the Lecture was written in 
1858. 

The third question is that of the management 
of the Banking. business by the Bank, and this is a 
subject of great importance. I admit that it is one 
in which the monetary and commercial world in 
this country take the greatest interest ; — but let 
me here briefly remark, before entering further into 
this branch of the subject, that the Act of 1844 
never touched the question of management in the 
most remote manner, beyond requiring, that a 
weekly statement of assets and liabilities should 
be published, and this requirement, not imposed 
on other Banks, was only justifiable on the ground, 
that as long as the Bank of England continued to 
be the Bank of Deposit for all Government 
monies, it was desirable that the public should 
have constant means of knowing the general 
character of its proceedings. Sir Kobert Peel 
stated in 1844 that as the Bank was to be free 
from all responsibility respecting the currency, it 
should be left perfectly unfettered by any legislative 
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enactments as to its ordinary banking business, 
trusting as he did that its affairs would be so 
managed as to continue to command the confidence 
of the Government and of the country.* 



* Extract from Speeches of Sir Robert Peel, in the House 
of Commons^ 6Ch May and 20th May, 1844, on tlve Benewal 
of the Bank Charter : — " With respect to the Banking business 
of the Bank, I propose that it should be governed on precisely 
the same principles as would regulate any other body dealing with 
Bank of England Notes. 

" It is said the Bank of England will not have the means v/hich 
has heretofore had of supporting public credit, and of affording 
assistance to the mercantile world in times of commercial difficulty. 
Now, in the first place, the means of supporting credit are not 
means exclusively possessed by Banks. All who are poLsessed of 
unemployed capital, whether Bankers or not, and who can gain 
an adequate return by the advance of capital, are enabled to 
afford, and do afford, that aid which it is supposed by some 
that Banks aloue are enabled to afford. In the second place, 
it may be a question whether there be any permanent advan- 
tage in the maintenance of private or public credit, unless the 
means of obtaining it are derived from the bond fide advance of 
capital, and not from a temporary increase of Promissory Notes 
issued for a special purpose. Some aj)prehend that the pro- 
posed restrictions upon issue will diminish the power of the 
Bank to act with energy at the period of monetary crisis 
and commercial alarm and derangement. But the object of the 
measure is to prevent (so far as legislation can prevent) the 
recurrence of those evils from which we suffered in 1825, 1836, 
and 1839. It is better to prevent the paroxysm than to excite 
it, and trust to de^erate remedies for the means of recoveiy.*' 
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Since 1844, the Bank of England has conducted 
its business entirely at the discretion of the 
Directors. It has had at its command — 

1. The capital, and accumulated 

andundividedprofits, amount- 
ing together to ^617,553,000 

2. Its deposits, pubhc and private, 

amounting on an average in 

1865 to about £21,000,000 



£38,553,000 



With this aggregate sum of about thirty-eight 
and a-half million pounds the Bank has had to 
deal. The first clearly-admitted duty of every 
Deposit Banker is always to retain, at his com- 
mand in cash, a certain amount of his deposits. 
When this reserve has been kept at about one-third 
of the total, and the remainder of the deposits 
invested in what are ordinarily called good Bank- 
ing Securities, such as Bills of Exchange, Loans 
for short periods on good securities. Government 
Stocks, &c., no Banker need apprehend difficulty. 
With regard to the investment of the capital, no part 
of this is required to be kept in reserve ; all may 
be invested in interest bearing securities, which 
should be of undoubted character, but not neces- 
sarily of the same readily convertible nature 
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as that part which is held liable to recall of de- 
posits. The object of the large capital is mainly 
of service as a perfect security to depositors, 
especially to the public who have a direct interest 
in the safe custody of all pubhc money. In other 
respects, that is, with a view only to profit, the 
large capital is undesirable, as the profits have to 
be divided amongst a much larger number of 
proprietors. Say that the Bank was in any one 
year to make a profit of JEl, 400,000, this would, 
when divided amongst proprietors of 14 million 
pounds of capital, give an interest of 10 per cent. 

But if the capital were reduced 
from 14 to 4 millions pounds, 
except as to the investment 
of that part of its capital, 
(jeiO,000,000,) the Bank would 
make the same profit, say £1,400,000 

Deducting, then, 4 per cent, inte- 
rest on 10 miUion pounds of 
investment at 4 per cent, (capi- 
tal returned to proprietors) .... 400,000 



Leaving ^61,000,000 

to be then divided amongst proprietors of 4 million 
of stock-holders, or about 25 per cent, per annum, 
instead of 10. But it should not on this account 
be assumed that such a change, viz., such a reduc- 
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tion of the capital of the Bank, would be expedient 
or profitable to the proprietors. The Bank of 
England is known, and has long been known to 
possess the largest capital of any Bank in the world. 
The prestige it has always enjoyed is very great. 
No Government has ever questioned its security 
for public deposits of all kinds. The stock has 
become a favourite investment for public, private, 
and trust funds; and it is very questionable 
whether it would enjoy the same reputation with a 
greatly diminished capital. The shareholders 
do not complain, and there certainly can be 
no reason why any one else should desire a 
change. 

But it would be an error to conclude that the 
capital of the Bank is not so invested as to be of 
use to the trading community. The amounts lent 
to Corporations for local improvements, to Kail- 
ways on their debentures, and in various other 
ways, all tend to relieve the Money Market from 
a certain number of applicants, and thus more 
capital is left free for other commercial require- 
ments. 

The Bank has always been in a position to meet 
all the legitimate claims upon it from its own 
depositors, and all these depositors could be paid 
off and the Bank wound-up and brought to a con- 
clusion within a very few months, without its 
being required to touch one farthing of its capital. 
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which would thus remain for division amongst its 
proprietors. 

It may, however, very reasonably be asked, 
Why, if the affairs could have been always so 
safely and simply managed, has it been necessary 
on several occasions since 1844 to resort to other 
means than its own resources to meet the demands 
made upon it ? This certainly requires an expla- 
nation, and I will endeavour to give it. As a 
general answer, I might say that it is because the 
Bank has been expected to do that which is 
inconsistent with the ordinary working of a De- 
posit Bank, but I will try and show more fully 
how this is. 

f The Bank has been for a long series of years 
expected to discount Bills and to make temporary 
advances at almost any time that the public have 
demanded them, and to persons entirely beyond their 
own ordinary Banking customers, and to such an 
extent as to lead many people to suppose that 
there is, practically, no limit to the amount which 
in case of emergency the Bank may not be willing 
to lend, and that its large resources will enable it to 
meet such extraordinary demands, retaining the 
power of checking them by raising and continuing 
to raise the price, or, in common parlance, raising 
the rate of discount — hence arises the too common 
belief that the Bank of England governs the rate 
of interest, a belief which is perfectly erroneous as 
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a general rule ; whenever an unusual demand is 
made on the Bank for discount, it is almost uni- 
versally a proof that the Bank is discounting at a 
rate somewhat below that charged by other Bankers 
and capitalists ; if the Bank were not at that 
moment to raise its rate, it would be advancing 
money below the market rate, and whilst this rate 
was going on increasing elsewhere, the demands 
on the Bank would continue to increase until all 
its available resources were gone. So long as 
the Bank will continue to lend below the market 
rate, so long it must naturally attract every 
borrower in the country — but it has been said, 
what is the use of this large capital if it be not 
possible to make it available at such moments ? 
I have already stated what I consider to be the 
use of the capital of the Bank, but admitting 
that it were prudent to make this capital service- 
able to relieve moments of monetary pressure, I 
contend that it could not be so made merely 
on an emergency. Either a certain portion of the 
capital must be set apart for use on these extra- 
ordinary occasions, or it must be taken out of its 
normal investments at certain moments, and con- 
verted into cash, to be used for such particular 
purpose. It is of great importance in transacting 
the business of discounting Bills of Exchange, 
that the credit and character of all persons whose 
names generally appear in such documents should 
be well known. How can this knowledge be attained 
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except by having their names constantly brought 
under the notice of the Bank ? It is most essential 
to the good management and successful conduct of 
a business of this nature, that it should be carried 
on regularly and constantly, and to as great a degree 
as possible uniformly. This can only be done with 
safety by the experience of those who are con- 
stantly attending to it, and the business would be 
greatly interfered with if, as I said before, it were 
carried on spasmodically, or at uncertain intervals. 
Again — ^when the pressure was over, if the money, 
no longer required in that kind of investment, 
was returned to its former investments, it would 
be always a losing business, as far as the reaUza- 
tion and re-investment of that part of the capital. 
Once more, a large amount of money can never be 
permanently and constantly employed in dis- 
counting Bills of Exchange, unless the Bank is 
ready to alter its price or rate in accordance with 
the fluctuations of the market, to raise it at all 
times to the highest, and to lower it at all times to 
the lowest point at which other capitaUsts may 
consider it worthwhile to invest their money in Bills 
of Exchange. This would necessitate a constant, 
frequently a daily variation in the rate, to which 
some may not object, but I doubt whether such 
action would be generally approved. 

Many persons say they do not desire to see these 
constant variations, and that they would be to a 
considerable extent avoided if the Bank were not 
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so impatient at any and every increase of its 
reserve. They do not, in short, so much object to 
raising as to lowering the rate. If the Bank were to 
allow its reserve to accumulate, the time they say 
would soon arrive when the demand for its use 
would return. I cannot believe that any such 
system would answer ; it would be against all 
principles of sound Banking, to leave its deposits 
unemployed, because it imagined it could name 
some arbitrary date at which they might safely be 
invested in good Banking securities. 

It ought never to be forgotten that for the Bank 
to remain quiet (as it is called) may be,. at par- 
ticular times, quite as great an interference with 
the ordinary action of the Money Market, as to 
make any extraordinary move in its rate of 
discount. 

One other course might be suggested, and that 
would be to keep a certain sum unemployed on 
all ordinary occasions, and only to make use of it 
on extraordinary emergencies. Thus, keeping say 
one-third of ordinary deposits as a reserve, there 
would stiU be this additional sum to make use 
of in times of panic, or to prevent panics; but 
if the accounts were published, it would, of course, 
be known that this extraordinary reserve was in 
hand, and there would be no apparently urgent 
necessity for raising the rate of interest even 
though the ordinary reserve of one-third were 
materially diminished. But who is to be the 

c2 
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judge of the moment wlien this additional re- 
serve should be brought out or made use of, 
and what test would there be of its being lent 
at the full market rate of interest, when the 
Bank had continued its rate for some time 
at too low a figure, as proved by the unusual 
demand for ready money ? This demand might 
for several days, and even weeks, have been 
in excess of the supply, and yet the Bank had 
not raised the price at which it was parting 
with that very ready money which was so much 
wanted. Under no possible circumstances can it 
be a safe proceeding for the Bank to continue to 
lend money below the market rate. 

But whatever change were made in the mode 
of investment of its capital, the evil would still 
exist of allowing, or giving the pubUc any reason- 
able ground for supposing, that the Bank of 
England has any power to prevent monetary 
difficulties if the Banking and mercantile 
community will allow their own ready money 
to be exhausted, and then depend on the Bank 
to supply their deficiency. The mercantile and 
Banking community must be undeceived in the 
idea that promises to pay at a future date 
can be converted into an immediate payment 
without a supply of ready money adequate for 
that purpose, and must learn that the Bank of 
England cannot by any expedient be made to 
supply that ready money beyond what, under the 
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ordinary good management of a Deposit Bank, it 
can retain in reserve, and that when all that 
reserve is gone, borrowers must wait until the 
demands are met through the ordinary channels 
of supply. 

Unfortunately, this has not been the doctrine 
generally entertained in London with regard to 
the Bank of England. It has been expected to 
do, as I have already said, that which is really 
impracticable, find ready money when the demand has 
exhausted its supply ; and it has been the desire 
to meet this unreasonable demand, whenever it 
has occurred, to an undue extent, which has 
obliged the recourse, on three separate occa- 
sions, to measures, which would never have been 
necessary had the public really attended to the 
safe and prudent management of their own 
business. 

I am no advocate for any legislative enactments 
to try and make the trading community more 
prudent. I should be sorry to see any inter- 
ference to prevent persons overtrading or specu- 
lating. Let every one invest his own money as 
he pleases ; let every one trade on what capital 
he pleases, borrow money at what rate and on 
what security he pleases ; hut the trading com- 
munity must be taught at some time or other 
that no such establishment as the Bank 
of England can provide ready money beyond 
a certain clearly-estabUshed limit, and that 
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limit is the money left in their hands by their 
depositors. 

A relative of mine, C. Poulett Thomson, many 
years since, used to say to me that nothing was 
easier to conduct than the business of a Banker, 
if he would only learn the difference between a Mort- 
gage and a Bill of Exchange. This saying may appear 
absurd, but I beheve it is full of wisdom. It may 
be supposed that anybody accustomed to such 
matters must know the difference between a 
Mortgage and a Bill of Exchange, but the 
confusion easily arises, and I am convinced that 
if any one were critically to examine into the 
origin of a very large part of what are ordinarily 
called Bills of Exchange, they would find them to 
be nothing more than Mortgages ; they may be 
promises to pay ; so, such a document is indeed 
provided and given with every Mortgage of land, 
but there is no ordinary provision incident to the 
document which will secure that on the date of 
the Bill becoming due, there will be assets forth- 
coming to meet it. An ordinary Bill of Exchange 
has such a provision or security: it is based on 
the transfer of capital in some shape or other, in 
a manner which contemplates that at a fixed date 
such capital will have passed into the required 
hands and that means will be provided to meet 
it. Even all ordinary Banking Bills are founded 
on such a supposition. It is a transfer of capital 
to be met by special provision at a particular day. 
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Now, a Bill of Exchange, which I call for this mere 
explanation a Mortgage, is based on no such 
expectation, for example : — 

1st January, 1866. 
Six months after date pay to the order of 

<£5,000, value received as per contracts. 

A. B. 
To the Railway Company. 

This Bill, drawn by a Kailway Contractor, will 
become due on the 1st July, 1866. The Railway 
Company will have no cash in hand to pay the 
Bill, unless they are able, as they intend, to raise 
it on their debentures ; that is, borrow the money 
from some capitaUst to enable them to meet this 
engagement. 

Sunderland, 1st January, 1866. 
Six months after date pay to the order of 

£B,500y value received in Ship. 

CD. 
To 

Shipowners. 

The acceptors, Shipo^vners, intend to provide 
means for paying for this Bill by Mortgaging the 
Ship. 
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1st January, 1866. 
Six months after date pay to the order of 

<£2,000, value received as per contract. 

E. F. 
To 

BuilderSy 

Pimlico. 

This Bill of Je2,000 is intended to be paid by 
borrowing the money from some Insurance Com- 
pany on this and other blocks of houses now 
under construction. 

Liverpool, 1st January, 1866. 
Three months after date pay to the order of 
JC2,000, value in cotton, ex Victoria and 



Jupit er. 

G. H. 

To 

Brokersy 

Liverpool. 

The cotton here referred to is in course of ship- 
ment from America, and when it arrives, it will be 
put into the hands of the acceptors of this Bill of 
JE10,000, who will then be enabled to borrow 
money for his Bankers by pledging the dock 
warrants. 

These four transactions I consider Mortgages, but 
the Bills referred to are called Bills of Exchange. 
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Keady money is a most valuable thing ; it cannot 
from its very essence bear interest — every one is 
therefore constantly endeavouring to make it profit- 
able, and at the same time to make it retain its use 
as ready money, which is simply impossible. Turn 
it into whatever shape you please, it can never be 
made into more real capital than is due to its own 
intrinsic value, and it is the constant attempt to 
perform this miracle which leads to all sorts of 
confusion with respect to credit. 

The Bank of England has been long expected 
to assist in performing this miracle ; and it is the 
attempt to force the Bank to do so which has 
led to the greater number of the difficulties which 
have occurred on every occasion of monetary 
panics during the last twenty years. 

The Economist'' newspaper has put forth what, 
in my opinion, is the most mischievous doctrine 
ever broached in the monetary or Banking world 
in this country ; viz., that it is the proper func^ 
tions of the Bank of England to keep money 
available at all times to supply the demands of 
Bankers who have rendered their own assets un- 
available. Until such a doctrine is repudiated^ 
by the Banking interest, the difficulty of pursuing 
any sound principle of Banking in London will 
be always very great. But I do not beUeve that 
such a doctrine as that Bankers are justified in 

* Vide Economist of 22nd September, 1866. 
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relying on the Bank of England to assist them 
in time of need is generally held by the Bankers 
in London. 

I consider it to be the undoubted duty of the 
Bank of England to hold its Banking deposits, 
(reserving generally about one-third in cash,) 
in the most available securities ; and in the 
event of a sudden pressure in the money mar- 
ket, by whatever circumstance it may be caused, 
to bear its fall share of a drain on its re- 
sources. I am ready to admit, however, that 
a general opinion has long prevailed that the 
Bank of England ought to be prepared to do 
much more than this, though I confess my sur- 
prise at finding an advocate for such an opinion 
in the Economist. If it were practicable for the 
Bank to retain money unemployed to meet such 
an emergency, it would be a very unwise thing to 
do so. But I contend that it is quite impracti- 
cable, and, if it were possible, it would be most 
inexpedient ; and I can only express my regret 
that the Bank, from a desire to do everything 
in its power to afford general assistance in times 
of Banking or commercial distress, should ever 
have acted in a way to encourage such an opinion. 
The more the conduct of the affairs of the Bank 
is made to assimilate to the conduct of every 
other well-managed Bank in the United Kingdom, 
the better for the Bank and the better for the 
community at large. 
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On the 11th May, 1866, the Bank was endeavour- 
ing to pursue the same course which it had pur- 
sued on many previous occasions, by complying, 
as far as practicable, with the applications for 
loans which were made to it ; and the result was, 
that the reserve, in the course of a few hours, 
was reduced to a lower point than the directors 
would have wished. That they had ample means 
to meet all their Uabilities — ^that is, all their own 
engagements — there can be no possible question, 
as the whole of their capital was intact. The 
only question was, in what way could this sudden 
demand be met ; whether by a sale of securities 
for cash, or by endeavouring to meet the demand, 
in fact, by supplying it, taking care to fix such a 
high rate of interest as would prevent applications 
from those whose demands were not pressing, 
and also, by that high rate of interest, induce 
repayment as soon as the temporary pressure 
should have ceased, and attract fresh capital to 
the country. 

The apphcation on the part of the pubUc to 
the Government to permit the Bank to make use 
of a part of its issue reserve, in order to alleviate 
a very great pressure for money, having been 
granted, the Bank had no other course to pursue 
than to continue to make advances, trusting to this 
abnormal borrowing power in case of need. But 
it would, surely, be a great advantage to the 
country if the necessity could be avoided for bring- 
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ing such a pressure upon the Government or the 
Bank; and if all Bankers and merchants would look 
more to the necessity of providing ready money for 
their own wants in times of need, and not allow 
so large a part of their resources to be locked 
up in unconvertible securities, this desired result 
could be, if not attained, at all events very much 
promoted. 

The immediate cause of the sudden demand 
on the 11th May was, undoubtedly, the failure 
of Overend, Gurney, & Co.'s new company ; the 
more remote cause was the large amount of un- 
convertible securities which were floating about, 
and had for some time been floating about and 
encouraged, in the market. 

When I stated that the Bank charged a very 
high rate of interest for the purpose of checking 
the demand, I do not wish it to be under- 
stood that the 'Bank supposes that any rate of 
interest will prevent persons applying for loans 
at particular moments, and endeavouring to ob- 
tain ready money to enable them to meet their 
own absolute necessities. The rate of interest they 
may be called upon to pay under such pressing 
circumstances is almost a matter of indifference. 
The Bank, also, knows that there may be moments 
of sudden alarm, when no one is willing to part 
with ready money on any terms whatever. No pru- 
dence will prevent a man in business from in- 
curring the risk of suffering on such occasions. 



29 

But it is not the less important to try and con- 
^dnce everybody that on such extraordinary occa- 
sions it. is time alone which will effect the cure, 
and that under no circumstances should any 
attempt be made to allow the Bank to part with 
that portion of its bullion which is most wisely set 
apart for the protection of its Bank Notes. 

I have alluded to the prevailing opinion that, 
by some management or other, (though what 
that management should be no one has yet 
defined,) the Bank of England might have the 
power, which the Economist thinks desirable, of 
coming to the rescue whenever any financial diffi- 
culty may arise ; and especially that good Bills 
of Exchange — ^that is. Bills of an undoubted cha- 
racter — ought at all times to he discountable at the 
Bank of England. One of the grounds alleged 
as a reason why this should be the case has 
been the public character of the institution of 
the Bank. Supposing that this reason had any 
sound basis, it does not appear to have occurred 
to those who advocate the right of holders of 
Bills of Exchange to claim ready money from 
the Bank in exchange for future engagements, 
that there are many other parties in England 
who are engaged in carrying on works of great 
public importance who might equally put in their 
claim to be as much considered as holders of Bills 
of Exchange. Why should not contractors for 
public works, railway companies and railway con- 
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tractors, ship-builders and ship-owners, house- 
holders and house-builders, dock companies, and 
a host of others all carrying on business in which 
the countrj^ at large is deeply interested, and last 
of all, why should not the much-maligned agri- 
cultural interest be equally entitled to benefit by 
any favours for which the public have a right to 
look from such an institution as the Bank of 
England ? It should not be forgotten, in con- 
sidering this subject in all its bearings, that the 
amount of ready money, or even to use the larger 
expression, of floating capital, in the country at 
any one moment is a fixed quantity ; whatever 
part is taken or appropriated to the use of any one 
class, is so much. abstracted from all others, or at 
least from some one of the others ; what is really 
asked for by the advocates of the right of the 
holders of Bills of Exchange to have their Bills at 
all times discounted at the Bank of England is, 
that one class in the country shall be benefited at 
the expense of the rest of the community. 

It has been asserted, and very much credited, I 
believe, by many persons, that if the Act of 1844 
had not been in existence, by which Act the 
accounts of the Bank of England are published 
weekly in a particular form — I mean, had the 
Bank's weekly publication bean in the form used 
previous to 1844 — the panic of May, 1866, would, 
probably, not have occurred ; and even had there 
been a slight monetary pressure, it would never 
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have assumed such formidable proportions, nor 
would the Bank rate of interest ever have reached 
10 per cent. Before I attempt to show the 
fallacy or probable error of such an assertion, I 
must again remind my readers that had the Act 
of 1844 not been in existence, there is no proba- 
bility, reasoning from analogy, that in the be- 
ginning of May, 1866, the bullion in the Bank 
would have stood at an amount exceeding 13 
million pounds. 

Assuming, however, that the buUion would 
have been the same on the 9th 

May, 1866, viz ^13,156,140 

And the deposits 19,297,363 

And the securities 32,185,470 

the accounts, if pubUshed in the old form, would 

have read thus : — 

Liabilities. 

Circulation and post bills ^622,806,659 

Public deposits 5,781,826 

Private „ 13,515,537 

^42,104,022 

Assets. 

Securities ^632,185,470 

Com and bullion 13,156,140 

je45,341,610 

Balance of assets above liabilities, J63,237,588, 
being the amount of rest. 
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No one, I presume, will contend that the Act of 
1844 had anythmg to do with the failure of Overend 
Gumey & Co/s Limited Company, or with the gene- 
ral alarm in the monetary world consequent on that 
event. London and Country Bankers, and others 
who had money deposited with that Joint Stock 
Company, would naturally on its failure have 
sought means to provide themselves with avail- 
able resources to at least as gi-eat an extent as 
their deposits at Overend, Gurney, & Co., where 
tliey had believed them to be always available at 
iixed but generally short notice ; but there can 
bo no doubt but that all prudent persons did 
or would have wished to do much more than 
this — anticipating, at all events, the proba- 
bility of further disasters, everj^ one would 
have been glad, irrespective of any little loss 
of interest, to have had as much ready money 
at his command as possible. Eeady monej' 
means Bank Notes. But how were these Bank 
Notes to be obtained from the Bank of Eng- 
land ? In only one of three ways : — 1st. 
}\y withdrawing deposits, . if they had any 
at the Bank of England. 2ndly. By selling 
goods or securities for cash, and thus obtain- 
ing the command of Bank Notes. 3rdly. By 
B(niding Bills of Exchange to the Bank for dis- 
count ; or by obtaining loans from the Bank 
on any security which the Bank were willing to 
accept. 
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The first of these three modes would not at 
all have answered their purpose. If they 
had had Deposit accounts at the Bank 
of England, they would rather have 
added to than diminished them. No 
one, or scarcely any one, was at all 
alarmed that their money would not be 
safe in the care of the Bank. 
2ndly. The sale of goods or Securities for 
cash was, if not impossible, at least 
extremely difl&cult at such a moment. 
Sales could certainly not have been 
made for cash except at a considerable 
sacrifice. 
3rdly. The alternative of sending Bills into 
the Bank of England was therefore very 
naturally and very generally adopted, 
at least by those who had Bills of 
Exchange in their possession. 
Such being the case, and such being the state 
of the accounts, would the Bank have been justi- 
fied for one moment in lending money at the 
same rate of interest as before this event had 
occurred? and if any one will take the trouble 
of following the weekly accounts as they would 
have been pubUshed in the old form, i. e., in 
the form required before 1844, from that time 
forward, he will see that under no foim of 
publication of accounts could the public, or 
would the public before 1844. have been satisfied 
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if lliey had kno\NTi that the Bank were con- 
tinuing to lend money otherwise than at a very 
high rate of interest. 

I give in a note at foot the state of the Bank* 
accounts under the old form as they would have ap- 
peared on the 30th May and 4th July, and from these 
it is evident that the Bank took the very earliest 
opportunity to reduce their rate of interest, and a 
further subsequent examination of their accounts 
will show how, at the times chosen for furtherreduc- 
tions, these changes were only justifiable by the 
alt(»red position of the accounts, and by the state of 
the ForcignExchanges. Even at the moment of the 
iirst reduction from 10 to 8 per cent, on the 16th 



30th May, 1866. 

•Oirculation, in- Securities . . . £44,759,100 

oludiug B. P. Coin and bullion 11,878,775 



BillH . . . £26,562,525 
Publio ilopoBita . 6,188,512 £56,637,875 

Private do. . . 20,467,079 Rest . . 3,419,759 



£53,218,116 £53,218,116 



4th July, 1866. 

Circulation, in- Securities . . £41,974,676 

chiding B. P. Coin and bullion 14,876,945 



' Bills . . .£26,497,624 

Publio deposits . 6,800,251 £56,851,621 

Private do. . . 19,939,607 Rest . . 3,614,139 

£53,237,482 £53,237,482 
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August, the step was more justifiable on account 
of the state of the Foreign Exchanges, and the 
evident ** set in " of the import of bullion, than 
from the actual reserve in the Bank. It would 
have been a great error, at least in the opinion of 
a large number of persons, for the Bank to have 
lowered its rate whilst there was any considerable 
risk of their having speedily to raise it. The result 
of the high rate of interest was to attract foreign 
capital to this country. The effect was certainly not 
so rapid as that which has been produced on 
former similar occasions, probably because the 
real evil, or the germ of the disease, was more 
deeply rooted than on any former occasion ; but it 
was produced at last, and I cannot beUeve there 
is the smallest reason for supposing that had the 
Act of 1844 not been in existence, the rate of 
interest would have been lower ; in my opinion it 
would have been much higher. 

I have now endeavoured to show — 

1. That the action of the Bank, as connected 

with the issue of Bank Notes, is merely 
mechanical, and that the directors have 
no power of increasing or diminishing the 
amount that may at any time be required 
for circulation. 

2. That the amount of such Bank Note issues in 

d2 
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circulation is practically unlimited; that 
is, it is only limited by the total amount of 
gold in the world. 

3. That the privilege of issuing Bank Notes in 

lieu of coin ought only to be granted under 
the direct supervision of the State, the 
Legislature taking care that no Bank Notes 
shall be issued without due care being 
taken for securing their payment. 

4. That the Bank cannot deviate from sound 

principle of Banking without running great 
risk of serious injury to its own position, 
and great risk of injury to the Banking 
and commercial public. 

5. That the only way to avoid, or, at all events, 

to diminish, the evils of financial panics, 
is by prudence on the part of the trading 
community in retaining a certain part of 
their property in ready money, which is 
the word I have used generally, as more 
intelligible than available capital, and that 
this certainpart must be proportionably large 
according to the extent of their operations. 

6. That such reserve of ready money cannot 

be kept by ,the Bank of England to an 
extent, or in a manner, which will supply 
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the necessity for due reserves by Bankers 
and other traders. 

And, generally, that the cause of all mone- 
tary panics is the undue locking-up of 
capital which ought to have been kept 
more available and more easily convertible. 

I have extended these remarks to a greater 
length than I had intended ; but I have endea- 
voured to confine them to those points, in relation 
to the general subject of Banking and Currency, 
with which the Bank of England has been so much 
connected. The abstract subject is one which has 
engaged the attention of so many able writers, that 
I should feel it to be presumptuous were I to attempt 
to throw fresh light upon it. To those, however, 
who may take any interest in it, I cannot forbear to 
recommend the perusal of the two articles in the 
^'Eevue des deux Mondes," of 15th August and 
1st September, 1866, written by Mr. Wolowski ; 
he is a complete master of the subject, and he has 
shown in those articles how fully he appreciates 
the advantages of the English Bank Act of 1844. 
I would also call attention to a memorial from the 
Bristol Chamber of Commerce, addressed to the 
present Chancellor of the Exchequer, which has 
been printed in the Economist of 20th October, 
1866. And lastly, I would suggest the perusal of 
the Debate in the House of Commons of 31st July, 
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1866, on the motion, by Mr. Watkin, for an inquiry 
into the state of the Cnn-ency, Banking, &c., and 
especially to the able speeches of Sir Stafford 
Northcote, Mr. Fawcett, and Mr. Hubbard. 



A LECTUEE 
DELIVERED AT PETERBOROUGH, 

29th NOVEMBER, 1858, 

ON 

BANKING: 

ITS UTILITY AND ECONOMY. 



Banking is trading in and with money — ^buying, 
selling, exchanging, receiving, and paying money 
— not money's worth, not goods, but money in 
some shape or form — that medium which is used 
in all civilized societies for denoting a certain 
exchangeable value, and thus rendering as simple 
and as easy as possible the mutual exchange of 
all the commodities required for the use of man- 
kind. 

In considering the advantage and economy 
derived by society from a system of banking, it is, 
I think, of essential importance to bear in mind 
this very general definition, because it is by no 
means unfrequently supposed that bankers possess 
great powers of adding to the existing wealth of 
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the country by augmenting its capital — powers 
which cannot properly be attributed to them with- 
out a risk of leading to much confusion of ideas on 
the subject of capital. I would take this opportu- 
nity of stating what I mean when I use this word 
capital, and at the same time explain in what way 
I shall use the word currency. The first I shall 
use as meaning any and every kind of accumu- 
lation of useful and exchangeable property; and 
the second I shall use as meaning money in its 
ordinaiy sense, whether bank-notes or coin of gold 
or silver. I do not wish it to be understood that I 
consider as unimportant a discussion as to what 
ought to be the precise definition of either of these 
words, or whether they are clearly explained by 
Mr. Mill or other eminent writers on this subject, 
but I give these two general explanations of my 
own meaning, as believing them to be sufficient 
with reference to the more immediate object for 
our consideration to-day. 

I have already said that banks are supposed to 
have a power of creating capital. Because bankers 
are constantly making loans of capital, or of credit, 
which is very frequently used as a substitute for 
capital, they are therefore very frequently sup- 
posed to be able to create it, and that by the loans 
they may make, or by the credit they may give, 
they are thereby adding to the existing stock of 
capital in the country. Now it should always be 
borne in mind that no fresh capital can be obtained 
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by any country, excepting from the same som-ce 
from which all capital is originally derived, namely, 
the excess of income, or production, or acquisition, 
over-consumption, or expenditure. 

In a primitive state of society, where the com- 
munity consumes immediately, or presently, all 
the produce of its labour, there can be no such 
thing as capital. All the community may be in a 
happy and comfortable condition, but so long as 
this state of things continues, it never can be pos- 
sessed of capital. When, however, the same 
community, or any part of it, desires and finds 
it possible to lay by a part of its produce, that is, to 
consume less than it produces, such surplus 
becomes capital ; and assuming that such surplus 
is of a nature either fit for future consumption, or 
exchangeable for other goods, it is then found to 
be capital available for reproduction ; but without 
possessing either of these two last-named quaHties, 
no matter how large the stock of goods or gold, 
it is valueless. Having mentioned gold, I will 
merely here say, with reference to that particular 
commodity, that I know of no other metal which 
can be accumulated with less general capacity for 
usefulness than gold. Gold certainly possesses 
some merit as an article of merchandise, but if its 
use for coinage be set aside, I believe that it is the 
least useful of any metal or mineral production. 
Now, until the process I have endeavom-ed to 
describe has produced some accumulation of pro- 
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perty, which I call capital, no such trade as that 
of a banker can be required. If there was no such 
thing practicable as the exchange of goods, no 
bank would be found wanting to faciUtate such 
exchange. Nor do I beUeve that the trade of a 
banker can be found to have existed before money 
was used as a general medium of exchange. 

Referring to a recent pubUcation of Mr. McCulloch 
on Banking, I will beg permission to read the 
following extract : — 

^' The business of banking was not introduced 
into London till the seventeenth century. It was 
at first conducted by the goldsmiths, who lent the 
money lodged in their hands for security to 
Government and individuals. In the course of 
time the business came to be conducted by houses 
who confined themselves to it only, and nearly in 
the mode in which we now find it. The trade or 
business of a banker has probably existed in all 
civilized countries in all ages. The bankers of 
Greece and Rome exercised nearly the same func- 
tions as those of the present day, except that they 
do not appear to have issued notes. They received 
money on deposit, to be repaid on demands made 
by cheques or orders, or at some stipulated period, 
sometimes paying interest for it, and sometimes 
not. Their profits arose from their lending the 
balance at their disposal at higher rates of interest 
than they allowed the depositors. They were also 
extensively employed in valuing and exchanging 
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foreign moneys for those of Athens, Corinth, 
Kome, etc., and in negotiating bills of exchange. 
In general they were highly esteemed, and great 
confidence was placed in their integrity. The rate 
of interest charged by the bankers was sometimes 
very high, but that was not a consequence, as has 
been alleged, of their rapacity, but of the defective 
state of the law, which, as it gave every facility to 
debtors disposed to evade payment of their debts, 
obhged the bankers to guarantee themselves by 
charging a proportionately high rate of interest. 
In modern times the business of banking and 
exchange was, for a while, almost entirely en- 
grossed by the Jews and the Lombards of Italy." 

It thus appears that in every country where 
money was in use, there the trade of banking 
seemed to follow as a natural consequence. Ac- 
cording to the commonest principles of the 
economy resulting from division of labour, where- 
ever money came into general use, there banking 
became a common trade, in the same way as the 
trades of butchers and bakers, all found equally 
useful in their respective ways for the distribution 
of articles of consumption in the most easy and in 
the most economical manner. Banking was the 
channel into which money passed almost as an 
article of commerce, the mode by which the 
money, not immediately required by one indi- 
vidual, found its way to be used by another : the 
banker thus appearing to act, and really acting, ip 
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the double capacity of borrower and lender ; but 
in neither case was he a creator, but a mere dis- 
tributor of capital, any more than the baker or the 
butcher performed any other functions than that 
of distributing the articles in which they respec- 
tively dealt, and thus contributing to the general 
wealth of the community by the economy of time 
and money effected by this general system. Thus 
if twenty individuals each required a capital of 
X1,000, and an occupation of thirty days' labour to 
enable them to carry on any certain amount of 
business without emploj^g the services of bankers, 
butchers, or bakers ; and after the estabhshment 
of these trades the same individuals found that 
they could effect the same amount of business with 
capitals of J6500 each, and with an employment of 
only twenty days' labour, there would be a saving 
to the community of £10,000 capital and ten days' 
labour, both available for reproduction or profitable 
use in some other mode. But I must again remind 
you that in all these cases neither bankers, 
butchers, nor baker? were the creators of capital ; 
they were merely the economic agencies for the 
saving of capital already in existence, and rendered 
thereby capable of being again more rapidly 
brought into use, for purposes of reproduction. But 
here perhaps some of my friends may be disposed 
to say, " Oh, we understand all this very well 
when you are alluding to the business of a banker 
merely as a receiver of deposits and payer of 
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money belonging to other individuals, but surely 
the same remark is not applicable to a banker who 
makes and issues bank-notes ; the banker who is 
able to keep out an issue of £10,000 of bank-notes 
in a district where scarcely a bank-note was to be 
seen previously, has surely created an additional 
working capital of ^610,000." As some idea of 
this nature is by no means an uncommon one, I 
must beg your attention for a few minutes whilst 
we consider this branch of our subject somewhat 
carefully. In the first place, let us try and find 
out how a banker is able to issue and keep in 
circulation an amount of .£10,000 bank-notes. He 
may discount bills of exchange, that is, he may 
substitute his own promissory notes for promissory 
notes or bills of exchange, both of which are 
engagements to pay so much money at a distant 
or deferred period, or he may buy goods, that is, 
obtain the goods or property of some one else, and 
give his own promise to pay whenever called upon 
for thlat purpose ; or he may make loans in his 
own notes, that is, give his own promises to pay 
on demand in a manner which will enable the 
borrower to obtain capital or goods from some one 
else. In the second place, a banker can hardly 
succeed in persuading people to hold, as if they 
were holding gold, his promissory or bank-notes, 
unless it is generally supposed that he is a man of 
property, or, in other words, possessed of capital ; 
but in none of the ways I have pointed out just 
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now, does he augment that capital which he 
ah-eady possesses, although all of them may be 
modes by which he may be enabled to make a 
very profitable use of it, and, consequently, if he 
is a provident man, may enable him to become a 
richer one. The bill of exchange which the banker 
has obtained by discounting is not capital, it is 
merely a bit of paper promising to pay an acknow- 
ledged debt at some future period. The loan of 
bank-notes he may make is not capital, it is merely 
a promise to pay. The goods he may buy, or 
enable some one else to buy, are not necessarily 
more valuable by this operation of purchase, and 
therefore with respect to them there is no increase 
of capital. Investigate the question in what way 
you like, you will, I am sure, come at last to the 
conclusion, that no issue of bank-notes is an in- 
crease of capital, although by their means, as well 
as by a great variety of other banking expedients, 
the transfer of capital is gi'eatly facilitated, and 
thereby great convenience and great economy 
ensues ; and here let me again give you a quota- 
tion from Mr. McCuUoch's work, to which I have 
already referred, and I give this extract in support 
of the opinion I have just expressed : — 

'* Though banks afford a valuable assistance in 
tlio collection and distribution of capital, it must 
not be supposed, as is often done, that they have 
any direct inflttence over its formation. That is 
the joint effort of industry and economy — the 
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former in producing convenient and desirable 
articles, and the latter in saving and preserving 
them for future use. Credit is neither more nor 
less than the transfer of money or other valuable 
produce from one set of individuals called lenders, 
to another set called borrowers — a transfer which 
is greatly facilitated by the establishment of 
banks. And as there can be no reasonable doubt 
that those who borrow have, in the majority of 
instances, better means of employing capital with 
advantage than those by whom it is lent, its 
transference from the one to the other will, in so 
far as this presumption is realized, be pubhcly 
advantageous. But this is the entire extent of 
the beneficial influence of what is called credit ; 
and when it happens, as is too often the case, to 
divert capital into the pockets of knaves and 
gamblers, it is disadvantageous. No doubt we 
frequently hear of great undertakings being car- 
ried on by means of credit ; but such statements 
are entirely false and misleading. They will, in- 
deed, be uniformly found, when analyzed, to mean 
only that the undertakings are carried on by 
means of borrowed capital. Credit is impotent 
to produce anything whatever. It is, in fact, a 
mere name for the trust reposed by a lender in 
a borrower. To call it capital is as much an 
abuse of language as it would be to call weight 
colour, or colour weight. It may transfer money 
or produce from A to B, or from C to D, but that 



48 

is all that it either does or can do. When credit 
is said to be high, nothing is really meant save 
that those who have money or capital to lend 
have great confidence in the borrowers, and con- 
versely when credit is said to be low." 

Before proceeding further, I should like to 
qualify, for fear of being misunderstood, what I 
asserted about a bank not adding to the capital of 
the country by issuing notes. If the banker can 
induce people to take his notes, and they are not 
speedily brought back to him for payment, he is 
able, undoubtedly, to employ a certain portion of 
his own capital, or of the capital of others which 
he may have received in exchange for his notes, 
in some reproductive manner, and to that extent 
he will really have obtained the use of fresh 
capital, or rather be enabled to employ capital 
profitably, instead of unprofitably. The less 
money which may be required to be kept for 
use in a country, the greater the amount of 
capital which may be kept in a reproducing 
state, for all money is unproductive capital. 
This last assertion may perhaps appear some- 
what striking and questionable. I will, therefore, 
again ask your permission, as I did a short time 
back, to consider the matter with a little atten- 
tion ; and, in order more clearly to explain my 
meaning, I would call to your recollection the 
way in which money is first brought into circu- 
lation or use. We all know that, in the earlier 
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stages of society, little or no money could have 
been required; by degrees, as surplus means 
above expenditure, with a power of using or 
exchanging, that surplus created capital ; and 
barter, or exchange of one description of goods 
for another description, began to be in common 
use, a defined standard as a medium of exchange 
was found highly desirable : bartering without 
some such medium was a troublesome and expen- 
sive process. When goods, however, were first 
sold or exchanged for money, if the seller who 
found himself thus possessed of money in ex- 
change for goods sold, entered into another trans- 
action immediately, by which he paid away all the 
money he had previously obtained, he found him- 
self in his original predicament of being without 
money, although he might be largely possessed of 
other property ; and, in order to avoid this in 
future, and to enable him to carry on his trade 
more conveniently, he puts by a certain amount 
of money, which he may have placed in the hands 
of a banker, if he liked, for safe custody ; but 
whether in his own possession, or in that of his 
bankers, so long as it remains in the shape of 
coin, however important to him to possess it, it is 
perfectly unproductive. Now, if I have made my- 
self intelligible in thus endeavouring to explain 
my meaning, you will, I think, agree with me 
that gold and silver, when in the shape of coin or 
money, is unproductive capital, and, therefore, the 
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less there is of it lying in that state, the more 
advantageously the capital of the country may be 
used. I say particularly may he, for I should be 
veiy sorry to be supposed to undervalue the im- 
poiiance of having a large stock of this, though 
unprofitable capital, at all times in the country. 
Without at all undeiTaluing the advantages of the 
greatest extension of banking expedients (which 
are all of them founded on the principle of 
credit), I am quite convinced that we should pur- 
chase them all a great deal too dearly if we ever 
allowed such an extension of credit, either through 
bank-notes not based upon necessity to pay them 
immediately on demand in gold, or any banking 
expenditure to be accepted as a substitute for a 
commodity like gold, which is of well-known 
value in every part of the globe. I hold it, how- 
ever, to be quite consistent with this principle to 
resort to expedients by which much less capital is 
allowed to remain in this unproductive or dormant 
state, than would be the case if banks did not 
exist to facilitate commerce by the rapid distri- 
butions of capital, whereby all parties are greatly 
benefited throughout the country. And now, 
having dwelt perhaps at too great length than 
was necessary on what a banker cannot do, let us 
turn our consideration to the question of what he 
can do, and how all this economy and utihty is 
brought about. 
The great object effected by banking, at least 
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certainly as carried on in this country, is to pro- 
mote economy of capital^ and to afford great con- 
venience for carrying on our daily transactions 
between man and man. And let it not be sup- 
posed that it is a trade beneficial alone to the 
richer part of the community, who have money 
more frequently, and in larger amounts, passing 
through their hands. There is not a man in this 
country, however poor, who is not interested in 
this question ; every tradesman is able to carry 
on his business with greater economy, and to 
trade on small/er, because on well-ascertained or 
rather on more reliable profits, by the facilities 
afforded through banking in the purchase of the 
material from which he makes, by 'labour, an 
article generally required by all classes. The 
dealer in cattle, in wool, in coals, in wood, in 
short, everything, finds additional facilities for 
carrying on his trade, either afforded directly or 
indirectly by banking; and the poorest man is 
enabled, through the same cause, though perhaps 
somewhat more indirectly to appearance, to obtain 
the articles he must purchase in the most easy 
and economical manner. If this is not very per- 
ceptible to the comprehension of every one I am 
addressing, let him only think what would be the 
injurious alteration that would affect every de- 
scription of trade if we were compelled to resort 
like our ancestors to a system of barter, exchanging 

directly goods for goods ; — or even under a system 

e2 
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without credit, by which every man was compelled 
to keep by him money to pay for all that he might 
find necessary for the supply of his daily wants. 
However general has been the use of banking as a 
trade amongst the ancients, I do not believe that 
the separate trade of a banker was in existence 
before the beginning of the last century. It is 
true that the Bank of England commenced business 
under a royal charter from King William III. in 
1694, but it was then principally used, both at its 
commencement, and for many years subsequently, 
for Government purposes. It was not until the 
middle of the last century, or about 100 years 
since, that it assumed or performed any important 
part, as it now does, in facilitating operations of 
trade of all kinds in this country. I think that I 
can hardly afford you a better illustration of the 
essential use of the trade of banking than by 
showing you what is done in the largest banking 
establishment in England, reminding you that 
what is going on daily at the Bank of England is 
merely a concentration of what is going on in a 
small scale in every town, and in almost every 
village, in England. , The increase of business of 
this nature is strongly marked by the fact, that 
whereas in the year 1750 — I believe that is the 
year I have taken note of — ^the average daily 
receipts at the banking department of the Bank of 
England were about J£180,000, I find that in the 
year 1857, in the same department, the average 



53 

daUy receipts were about ^3,500,000; and I have 
no reason to doubt that the banking business 
throughout the whole country has increased in a 
hke proportion. Now, let me endeavour to describe 
the nature of the general business carried on at 
the Bank of England. The business may be con- 
sidered as of a three-fold nature, and even one of 
these three parts might be again sub-divided, but 
I will consider them as consisting of three great 
departments : — 

1st. That of the management of the National 
Debt. 

2nd. Issue of Bank Notes. 

Srd. Government and private banking. 

I hope I shall not weary you if I describe the 

business of each of these three departments in 

detail. First, then, the management of the 

National Debt. No one would be willing to lend 

money to a Government without either a positive 

engagement for the repayment at a fixed time, or 

without an easy and well-adapted arrangement by 

which the lender could transfer the engagement, 

of whatever nature it might be, either for payment 

of principal or interest, or both, to any one wilhng 

to purchase it of him, and thus obtain a return of 

his money, if he required it, or of so much of it 
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as the engagement of the GoTemment to pay a 
certain fixed rate of interest might be considered 
to be worth, at the time he might wish to realize 
or sell. For this reason it has always been made 
a condition in every loan obtained by the Govern- 
ment that such facihties should be given to the 
lenders, or what has been conmionly called the 
takers of the loans ; and in this country it has 
been required as a condition in every loan made 
by our Government, that the same shall always be 
transferable, and that the dividends or interest 
shall always be paid half-yearly at the Bank of 
England; and the certainty of the fulfilment of 
this condition has been one of the elements which 
has rendered the Government Stocks of this 
country at all times a favourite security for invest- 
ment. I am not stating this as a ground of 
pecuUar merit due to the Bank of England ; had 
that estabUshment not been formed, doubtless 
some other similar machinery would have been 
contrived by the Government, or they would not 
have been able to borrow money on such favourable 
terms. But I think you, from what I am now 
about to state, will easily see that the present 
service rendered by bank agency in this way is no 
unimportant one. The whole amount of the 
National Debt is £735,000,000.* Now, this is sub- 

♦ 1865-6, £733,000,000. This note, and all notes that follow, 
refer to the year 1866. 
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divisible into any number of accounts, with only 
one limit — ^that no one is allowed to have a smaller 
account than the amount of one penny ; but with 
this sole limitation, any person whose name has 
once been inscribed in the Bank books may sell 
all, or any part, at almost any time, except just 
before the payment of dividends, and can almost 
immediately, without any charge being made to 
either seller or buyer by the Bank, transfer it to 
as many different people as he may have chosen 
to deal with through his stockbroker. The intro- 
duction of this stockbroker is only necessary to 
give some security to the Bank as to the person 
being really the party he may represent himseK to 
be, or, in other words, merely to prevent fraud. 
Now, of these accounts on which dividends are paid 
half-yearly, there were, the last time I inquired on 
the subject, about 270,000 ;* but if more persons 
desired to invest their money in these securities, 
there is no reason why the number of stock ac- 
counts * might not be multipUed ten-fold. No 
matter how many the separate accounts, the Bank 
is bound to keep them without any increase of 
payment from the Government; and on every 
account a separate order, or what is there called a 
** warrant," is made out every haK-year for the 
payment of dividend, from which a separate de- 

* The present number of accounts is 250,000, the Long 
Annuities having expired. 
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duction has to be made for Income-tax, which 
latter the Bank pay over in one gross sum, at each 
half-yearly payment of dividends, to the Govern- 
ment. The dividends are paid to anybody applying 
two days after the days on which they become 
nominally due ; these two days being reserved for 
delivering di\'idend warrants, for which the stock- 
holders have given powers of attorney to' their 
bankers or agents in London, who in this way 
receive out of the present number of 270,000* 
accounts the di\'idends on about 180,000 ; and all 
these dividends so received by bankers and others 
are transmitted or advised, on the same day on 
which they are paid by the Bank, by that night's 
post to all their customers ; so that on the same 
day every stockholder in Great Britain may either 
receive his own dividend on his own stock, or he 
will hear that his banker has received it, and has 
either transmitted him the amount, or has followed 
some other direction as to its appropriation. And 
now I think that you would be puzzled to contrive 
any other kind of machinery than a bank by which 
all this facility for receipt of dividends, and for 
transfer of stock, could be managed. I ought to 
add that the title to every particle of stock is given 
on the responsibility of the Bank ; and although 
it were transferred under a forged power of attor- 



*• Out of 250,000 accounts, 165,000 are received hy Bankers 
and others. 
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ney, no question can ever arise affecting the right 
or title of the holder when once the stock has 
passed into his name; and when I also say in 
addition, that it is a very rare occurrence for an 
error of one penny to arise in the whole number 
of transfers made, and dividends paid, by a vast 
number of clerks throughout a whole year, I think 
you will be willing to admit that the business in 
that establishment cannot be very badly conducted. 
For all this business the Bank receives a fixed 
payment from Government, which, though con- 
siderable, owing to the very large extent of the 
business required to be transacted, is, I have no 
hesitation in saying, smaller, and I believe con- 
siderably smaller, than it would cost the Govern- 
ment if the same business was undertaken by 
themselves. The amount paid by the Government 
to the Bank for the management of the National 
Debt is at the rate of i£340 '•' per million for the first 
£600,000,000, and £300 per million for the re- 
mainder. This amounts now to about £250,000 
a year. 

Department No. 2 is that of the issue of notes. 
The Bank issues bank-notes to anybody bringing 
gold, or other notes requiring them to be ex- 
changed. If to parties bringing gold not coined, 



* The amount now paid by Government is £300 per million for 
the first £600,000,000, and £150 per million for the remainder, 
amounting to about £200,000 a year. 
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the notes are issued at the rate of £3. lis. 9d. for 
every ounce of gold of standard fineness ; that is, 
being twenty-two parts out of twenty-four fine or 
pure gold, or, in other words, quite free from any 
alloy. Of the gold they thus receive in exchange 
for these bank-notes, the Bank are permitted to 
invest as much as £14,000,000 '' in Government 
securities, and to receive the benefit of the interest; 
and all the remainder of the gold they are obliged 
to keep in their vaults ready for use when required. 
I ought to mention, that in lieu of this treasure or 
reserve being in gold, the Bank are permitted, if 
they prefer it, to hold a limited amount of silver, 
being one-fourth part of the whole of the gold and 
silver. Now, of these notes, about ten miUions 
were issued last year; I mean that number of 
separate bank-notes, all of which were made into 
bank-notes within the walls of the Bank, the paper 
being the only part made elsewhere. These bank- 
notes are generally issued to bankers, and in large 
amounts, most commonly in bundles containing 
500 each ; but when I tell you that every single 
bank-note has a separate entry when issued, in a 
book kept for that purpose, and that they are 
brought into the Bank for exchange or payment 
in almost every kind of parcel, small and large, 
and that every note is, on its again returning to 
the Bank, whether it has been out one day or 

* The Bank now invests £15,000,000 in Grovernment securities. 
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twenty years, immediately entered in its proper 
book and place, and that all these books are daily 
balanced, so that the Bank knows exactly, before 
the work of the day is closed, the total amount of 
bank-notes for which the Bank is liable, I think 
you will admit that No. 2 department is not in a 
very defective state. I ought to mention here 
that the Bank of England never re-issues its notes. 
As they come in they are laid aside, and kept a 
certain number of years * — I believe ten — and then 
burnt. The whole number is not destroyed to- 
gether, but at different times, and as many are 
burnt as corresponds with the new notes issued. 
The profit derived by the Bank in this department 
is about ^100,000 ;t that is, after having paid 
J6120,000 to the Government for the privilege of 
issuing notes, £68,000 in lieu of stamp-duty, and 
£170,000 for wages and rent, the Bank receives a 
profit of somewhat about £100,000 on the trans- 
actions in this department of issue. 

No. 3 is perhaps the most important of all, as 
it comprises all the accounts kept on behalf of 
Government, for whom the Bank receives every 
shiUing of the income of the nation ; as well as 
the accounts of a large number of public and 



* Cancelled bank-notes are now kept seven years. 

t The profit derived by the Bank is under £100,000, after 
having paid £135,078 for privilege of issue, £60,000 in lieu of 
Stamp duty, and £175,000 for wages, rent, and other charges. 
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private mercantile and other establishments ; and 
here it is that the economy of banking can be 
most fully appreciated. The whole revenue of the 
Government, arising from its daily receipts of 
customs, excise, post-office, taxes, stamps, etc., 
etc., no matter whether received in London, Corn- 
wall, the Hebrides, or Galway, finds its way 
almost immediately into the Bank of England, 
and is thereby rendered instantly available for the 
daily demands on the State. In all these trans- 
missions scarcely a sovereign is used ; the whole 
is effected by purely banking arrangements. The 
collector of Government may require to transmit 
j£50,000 from Liverpool to London; but some 
private individual on the same day wants to remit 
i£50,000 from London to Liverpool, through the 
Bank of England, or through some other bank ; 
both transactions are carried out by the mere 
entry in books and the advice or instructions sent 
by the post. The revenue is paid into the Bank 
of England at the rate of about ^1,000,000 a 
week, that is, in ordinary times ; a considerable 
portion of this is allowed to accumulate to provide 
means on each quarter-day for the payment of the 
dividends on the Government debt. Suddenly on 
those days five or six millions sterling are paid 
away by the Bank to the public ; but the difference 
as to the abundance or scarcity of money just 
before or just after the payment of this large sum 
is scarcely appreciable, so nicely do the ordinary 
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operations of banking accommodate and render 
easy all these large transfers of money. And for 
all this business the Bank receives no other 
remuneration but the use of the Government 
balances, which vary from ^' nil," the day after 
the payment of the dividend, until they accumu- 
late to the amount required for payment of divi- 
dends ; and if then there is not sufficient, the Bank 
is expected to advance the difference, which is 
repaid out of the next accruing revenue. And 
these remarks apply not only to the public bank- 
ing department ; the benefit and convenience are 
equally apparent if we look to the department for 
private banking. In this department every kind 
of banking business is carried on for ordinary 
private customers ; his savings may be invested 
by the Bank, and the dividend and interest of all 
kinds received for him and placed to his account ; 
all the property he may keep in securities will be 
taken charge of for him, and he may keep all his 
cash and other securities in the same way as he 
would keep them at any other private banking 
establishment, and with all similar convenience 
as to receipts or payments in any way that may 
be required. If a large deposit is required to be 
made on account of a railway, if large foreign 
payments are required to be made abroad by 
the transmission of gold, every facility is given, 
through the machinery of the existing system, by 
which these large transactions are daily carried 



out without causing the smallest derangement to 
the ordinary trade of the country ; or at least, if 
any derangement or inconvenience is experienced, 
it is doubtless in a very mitigated form, in con- 
sequence of the general prevalence of a good 
system of banking throughout the country. I 
have just now been referring only to the general 
banking arrangements or business carried on at 
the Bank of England; the same remarks are 
applicable to the particular transactions of the 
other banking establishments in London ; in their 
aggregate they are far, very far, larger than those 
of the Bank of England. The average amount of 
deposits of all classes at the Bank of England 
seldom exceeds twenty miUions. The amount of 
deposits at the joint- stock banks alone, in London, 
appeared by the last general statement to exceed 
forty-four millions sterhng ; and in addition to 
these joint-stock banks, there are about fifty pri- 
vate banking establishments in London, many of 
them carrying on a very large amount of general 
banking business. In no way that I know of 
can the extent of the general banking business of 
London be better exemplified than by the arrange- 
ments of the clearing-house. To those who are un- 
acquainted with the nature of the business here 
transacted, I would merely state that it is a house 
or large room to which almost all the London 
bankers send, daily, a clerk, charged with all the 
bills of exchange or cheques payable at any 
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London banks, and which the bank sending the 
clerk may have received in the ordinary course of 
business from its customers, to be collected and 
placed to their respective accounts. Here in' this 
clearing-house a mutual exchange of all these 
bills and cheques takes place, and instead of every 
banker being obliged to provide money through- 
out the day for all these bills and cheques, which 
might be presented at his banking house, he had 
only to provide at the close of each day for the 
final balance that he owed, and which, through 
the arrangements of *the clearing-house, was dis- 
tributed amongst the several parties to whom it 
was due. Such was the system at the clearing- 
house, and by this means, it is stated by Mr. 
Babbage, in a publication on this subject, a settle- 
ment of accounts amounting in one year (1839) 
to J£954,000,000 was effected by a total payment 
of J£66,275,000 in bank-notes, or by about 7 per 
cent, of the amount which would otherwise have 
been required. So much for the banking eco- 
nomy up to the year 1856. In that year still 
further improvement was made in the arrange- 
ments of the clearing-house ; it was determined 
to settle all these balances daily between banker 
and banker by cheques on the Bank of England, 
and this has worked so well, that I understand 
settlements of accounts have been made daily, in 
the year 1857, to the amount, during the whole 
year, of <£130,000,000 ; thus, taking the same 
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data as given for the year 1839 by Mr. Babbage, 
representing a total amount of transactions during 
the year 1857 of at least ^£1,900,000,000, and all this 
has been effected without the use or employment 
of one single bank-note or of one single sovereign. 
Now, this system of the London clearing-house is 
only a sample and exemplification in wholesale of 
what is daily occurring in detail in every part of 
England, Scotland, and Ireland. The daily busi- 
ness of a banker, either in town or in country, 
is but a constant clearing or exchange of money 
or credit in some form between individuals. What 
would otherwise be done by one man wheeling 
a barrow full of bags of gold or silver to de- 
liver to another man, of whom an estate or some 
property had been bought, and the man receiving 
the gold in this way sending it in a mass, or in 
various sub-divisions, to other persons to whom 
he was indebted, and so on, is now effected 
through bankers, to be met with in Peterborough 
as well as in every town throughout Great Britain ; 
no matter in what part of the kingdom a payment 
is to be made, the transmission is readily under- 
taken by any banker as a regular part of his 
business, and at very little expense the whole 
transaction is effected, and generally by the mere 
entry in books, and, as I have before said, one or 
more letters by the post. 

The v/ay in which money ordinarily finds its 
way into a bank is in the shape of deposits. Such 
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deposits, though at the disposition of the de- 
positor when he niay desire to withdraw them, 
are nevertheless completely under the command 
of the banker whilst they remain with him, and 
whatever profit he may derive from the use of 
so much money becomes his own, and is a clear 
gain of profit to the country, if, at least, such 
money would otherwise have been kept in an 
unproductive state in the hands of the original 
depositor. A private individual, if a landowner, 
or an owner of property, of which the income is 
paid in various parts of the country, employs his 
banker to receive all this money immediately it 
is collected, and he uses it only as he may re- 
quire it, his banker meantime making whatever 
of it he thinks he can safely do ; and thus, what 
one individual is doing on a small scale, is being 
repeated until the aggregate of money thus turned 
from an unproductive to a productive state is very 
large, and constitutes one of the most important 
economical advantages derived by the country 
from our extended system of banking — a system 
which is still capable of being extended to a 
very great degree, and with great benefit to the 
community at large. The business of a London 
or of a country banker, of a private or joint- 
stock bank, is precisely the same as to all matters 
of principle. Each and all are required to use 
great caution as to all investments of money depo- 
sited with them, and which may be withdrawn 
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from them at call, that is, at the immediate Will 
of the depositor, without any notice ; and this is 
more especially incumbent on bankers who allow 
interest on money deposited with them, for it 
may be reasonably supposed that persons, par- 
ticularly those engaged in trade, and requiring 
the use of all their capital, will not leave more 
money in the hands of a banker, who allows no 
interest, than the necessities of his trade re- 
quire, or than he considers sufficient to repay 
the bankers for the trouble he gives; whereas, 
the bank which allows interest, may have, and 
frequently does accumulate, large deposits, placed 
with it by persons who do not intend so to leave 
them permanently, but who are glad to make some 
interest until any better opportunity for employ- 
ment may occur, and this may occur very sud- 
denly, at a moment when, without great care in 
its employment having been exercised by the 
bank, it is not easy to convert the investments 
into cash without loss; for it must always be 
borne in mind, that the very principle on which a 
bank is conducted, that of causing economy in the 
use of gold and silver, is inconsistent with the 
power of converting all investments immediately 
into cash — I mean, of course, all at the same 
time. To render this possible would require large 
stores of unemployed capital kept in gold in an 
unproductive state, and it has been shown that 
the great advantage of all banking expedients is 
to render this unnecessary. 
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Various calculations have been made, and many 
estimates framed, to show what is the amount 
of money altogether in this country. It is very 
easy to know what is the amount of paper-money, 
I mean bank-notes. I believe that on the 1st 
January last, the nearest return of bank-notes 
in circulation to that date shows that the amount 
of all bank-notes, of every description, in England, 
Scotland, and Ireland, was about JB35, 500,000 * 
sterling ; but it is by no means easy to obtain 
any even approximate statement of the amount 
of gold. Before a Comjnittee of the House of 
Commons, the late Governor of the Bank of 
England stated, as his opinion, that the amount 
of gold coin was from forty to fifty million pounds. 
Mr. Miller, a gentleman holding an important 
position in the Bank of England, and who has 
given a great deal of attention to this subject, 
considers that there is not less than eighty miUion 
pounds of gold, and about twelve million of silver. 
I incline myself (although I profess to have very 
little satisfactory data on which to form an opinion) 
to think that both these gentlemen are in error, 
and that the real amount, although somewhat 
less than the calculation of Mr. Miller, is still 
considerably nearer his statement than to that 

* 30th June, 1866.— Bank of England ... £24,800,000 
Other Banks 14,687,000 



£39,487,000 
f2 
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of Mr. Weguelin. Be this, however, as it may, 
I feel no doubt whatever, that, were it not for 
the banking expedients adopted throughout the 
country, at least double the amount of gold and 
silver would be required for the wants of the 
country. I would, however, go much further, 
by expressing an equally strong conviction, that 
without these banking arrangements or expe- 
dients, the trade and general prosperity of the 
country could never have attained its present 
gigantic proportions. 

There is one point which I must not omit to 
allude to, as having an important bearing on 
all banking operations, and that is, the quality 
of moral worth. This very important ingredient, 
in connection with all human actions, is not of a 
nature to be estimated by any money value ; but 
it does not, on that account, enter otherwise than 
largely into the consideration of the way in which 
banking is carried on in this, and I hope in every 
other country in the world. And as this is an 
ingredient which every man can possess, if he 
is earnestly desirous of possessing it, I think 
some allusion to its value cannot be inappropriate 
in connection with our present discussion. 

We are all destined in this world to earn our 
bread by the sweat of our brow ; and I know 
no trade or calling in which high religious and 
moral qualities can be more sensibly appreciated 
and brought to bear for practical utility in our 
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journey through life than in that of banking. 
Let me find a man honestly striving to use his 
best talents and energies in striving to discharge 
his duties to the best of his ability in that posi- 
tion of life in which it has pleased God to place 
him — acting as if he were convinced that he can 
only succeed by Uving a life based on sound 
religious principles, which he will never violate 
for any worldly objects which may appear to 
tempt him out of his path of duty ; and I would 
infinitely prefer to deal with that man as a 
banker, or trust him as a correspondent in busi- 
ness with the use of money, than a man of the 
greatest wealth acquired by less honest means, 
and acting as if he thought lightly of honesty and 
integrity. Honesty is a quaUty which many 
political economists have thought deserving of at 
least an equal value as industry and credit ; and 
we, who are connected with trade, know how im- 
measurably superior it ought to be esteemed above 
every other qualification for a good man of busi- 
ness. The old adage, that ** honesty is the best 
policy," should be prominently placed up in the 
office of every banking establishment, and should 
be engraved on the minds of every one who wishes 
to obtain credit amongst capitalists. I confine 
these remarks of course to worldly objects ; this 
is not a place in which it is necessary for me to 
enter on such a question as honesty proceeding 
from higher motives. 
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K I have carried you along with me snfl&cientiy 
to see how the banking trade of this conntry has 
been productive of utility and of economy, you 
will, I hope, feel inclined to pardon the somewhat 
dry details into which I have been led to enter. 
And you will also, I hope, admit that the subject 
is not altogether barren of interest to us all, and 
not undeserving the consideration of an hour in 
this room. 



The foregoing Lecture contains a brief abstract of 
the general proceedings of the Bank of England ; 
and the purpose for which it was introduced into 
my Lecture on Banking was to afford an illus- 
tration of the advantages and economy to be 
derived from a good system of banking. 

Since the Lecture, however, was delivered, 
many applications have been made to me to pro- 
cure for different friends, interested on public 
grounds, in a more extended and general system 
of banking in other countries than England, some 
printed account of the mode in which the business 
of the Bank of England is conducted. Li several 
parts of Europe the attention of Governments, 
and consequently of statesmen, is turned to this 
subject, and a knowledge of the action of the Bank 
in its separate departments is desired as an 
assistant in enabling others to mature plans for 
improvement in their respective systems. I have 
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been induced for these reasons to put on paper 
some remarks relating exclusively to the iBank of 
England, showing in what way its separate depart- 
ments are brought into unison in the general 
scheme of management, and in what way the 
detail of the business is generally conducted. This 
even is of an abstract nature, but the information 
given is far more detailed than was required in 
the lecture to which I have alluded* The remarks 
are merely an amplification of the lecture, and if 
they will serve no other purpose, I venture to 
think they are worth keeping amongst our bank 
documents, as I believe they may be considered as 
giving a tolerably correct account of the mode in 
which business was conducted at the Bank of 
England at the commencement of the year I860. 

The Bank of England was established in 1694, 
and certain privileges and immunities were secured 
to it by a Eoyal Charter granted by William in., 
and dated 27th July in that year. During the 
succeeding 150 years it operations, which were 
considerably augmented from time to time, as- 
gumed greatly increased proportions. It is need- 
less to recapitulate the various Acts of Parliament 
which affected its constitution until the celebrated 
Act of 1844, which regulated the banking opera- 
tions of the whole country, and prescribed the 
conditions in accordance with which the Bank is 
now conducted. 
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Up to this period the Bank of England, as also 
private bankers, with not more than six partners, 
could issue notes without restriction, whilst the 
" promise to pay," expressed upon the notes, was 
guaranteed only by the desire and abihty of the 
issuers to keep faith with the holders of the same. 
The Act of 1844 prohibited in future all issues by 
newly-formed private or joint-stock banks, and 
restricted such issues as then existed within 
certain fixed amounts. 

It is not intended to enter minutely into the 
provisions of this Act ; suffice it, that those which 
more particularly affect the constitution of the 
Bank are : — 

1st. Those which created the " Issue Depart- 
ment," by means of which the issue of notes 
is distinctly separated from the Banking Depart- 
ment. 

2nd. Those limiting the issue of notes to such 
a sum as the Bank may hold in buUion (of which 
a fourth part may be silver), in addition to a sum 
of ^14,000,000 * issued on securities, whereof the 
debt due by the public to the Bank formed part. 
And 

Qrd. Those compelling the Bank to purchase 
any amount of gold offered to it at a certain 

* Now ;ei5,000,000. 
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fixed rate ; or, in other words, to receive in deposit 
any quantity at a certain rate in exchange for 
bank-notes. 

The Act by this means secures, as far as possi- 
ble, that gold shall be the. basis of the currency 
of the country, the circulating medium expanding 
or contracting as gold is plentiful or scarce, or as 
if it consisted of gold only ; and also acts as a 
guarantee to the general note-holder for the con- 
vertibiUty of his note. This last is assured by the 
special constitution of the Issue department, 
where the right is confirmed of demanding at any 
moment coin for notes; and, further, by the 
weekly publication of the accounts of this depart- 
ment, which explain at a glance, and in the sim- 
plest language, that the issue of the notes is the 
same as the buUion of which the Bank is pos- 
sessed in this department, and the ^14,000,000 * 
issued on securities. 

For the privileges in regard to the issuing of 
bank-notes, and for exemption from duty on 
them, the Bank yielded to Government a sum of 
JE180,000t per annum. The Bank, however, 
make no additional profit on any issue beyond 
JB14,000,000.| On the contrary, as their only 
remuneration is derived &om the interest on the 
Jgl4,000,000,$ less the annual sum allowed to 

♦ Now £15,000,000. + Now £195,078. J Now £15,000,000. 
§ Now £16,000,000. 
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Gbvenuneiit, and the expense of fabricating and 
maintaining in circulation the total amonnt of 
their issue, it is evident that the cost of every 
note issued beyond the sum of JB14,000,000 * is a 
direct charge on the [Bank for the benefit and 
convenience of the public. 

The Bank also act as bankers for the State, and 
undertake the management of the Funded Debt 
of the country. For this latter service they 
receive direct remuneration. 

They are also bankers on their own account, 
transacting, on an extended scale, the ordinary 
business of London bankers. 

It is intended to explain in the following ac* 
count, somewhat in detail, how the three depart- 
ments into which the Bank is thus divided are 
carried on, and brought into united action. For 
this purpose the following order will be found con- 
venient for consideration : — 

1st. Management of the National Debt. 

2ni. Issue of Bank-notes. 

Srd. Banking Department. 

* Now £15,000,000. 
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NATIONAL DEBT. 

l5^ The Management of the National Debt. 

Stock Offices. — The mode in which the connec- 
tion of the Bank with the National Debt has been 
formed) can be seen in the Loan Acts which have 
from time to time been passed by the Legislature 
on the various occasions when loans have been 
contracted. A clause will be found in every Act 
to the effect that so long as the Bank of England 
continues to exist as a Corporation, books shall be 
kept in that Bank, in which the name of every 
stock proprietor shall be entered. Li the first 
instances these entries are confined to the original 
subscribers to the loan, whose names are sent in 
to the Chief Cashier, to whom the instalments are 
paid, and he grants a scrip certificate for the 
amount paid, in which certificate the name, resi- 
dence, and quality of the subscribers are entered. 
This certificate is then taken to the Stock Office, 
the amount entered into the Scrip-book, and the 
certificate left with the Bank. The name and 
amount are then copied into a journal, from which 
they are entered into the ledger, and the scrip 
then becomes stock, transferable at the pleasure of 
the proprietor ; the whole operation of converting 
the scrip into stock requiring but one day. The 
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total of the entries in the ledgers will then corre- 
spond with the total amount of the specific loan. 
The ledger being now complete with the ac- 
counts of each original stockholder, and the holders 
being able to sell according as buyers appear, all 
further transactions proceed without any interfe- 
rence, in the first instance, by the Bank. The Bank, 
in their capacity of managers or account-keepers of 
the National Debt, neither buy nor sell, although 
as bankers, or in their corporate capacity, they 
may buy or sell, as may any other stockholders. 
Buying and selling stock is carried on principally 
through the intervention of stockbrokers. A per- 
son wishes to buy J61,000 of a particular stock, 
say 8 per Cent. Consols ; he applies to his stock- 
broker, who deals with a person called a stock- 
jobber, and having agreed as to the price, the 
broker sends to the Bank a transfer ticket or 
request to have a certain amount of stock trans- 
ferred from the name of A, a seller, to B, a buyer. 
One of the clerks of the Bank, who attends to the 
stock transactions of all accounts beginning with 
letter A, refers to the ledger to see that such an 
amount of stock is on the account of A, and he 
then copies from the transfer ticket left by the 
broker, into a book called the transfer book, which 
consists of blank forms of transfer, printed accord- 
ing to the regulation of the Acts of Parliament, 
the name into which the stock of A is required to 
be placed. In the mean time the broker has pre- 
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pared a document called the stock receipt, agreeing 
in the main particulars with the entry made in 
the transfer book; and when A comes to make 
the transfer (having previously been identified to 
the satisfaction of the Bank), he signs the book, 
which is a formal discharge to the Bank for that 
amount of stock, and the stock receipt, which is 
handed to B, the buyer, as an acknowledgment 
both for the money received in purchase of the 
stock, and a voucher that the said amount of 
stock has now become B's property. From that mo- 
ment A ceases to have any control over that par- 
ticular amount of stock. It is at once entered in 
the name of B, and B stands in the pla# of A, 
and can in like manner, on being identified, deal 
with the stock by selling to C. It matters not 
into how many accounts A may wish to transfer 
his stock; for if, instead of selling the whole 
amount to B, he sells one-half, or JBIOO, or six- 
pence, the same operation goes on with respect to 
that particular part as if he were selling all the 
amount standing in his name. Each transfer is 
a perfect deed of conveyance, and the book is so 
contrived as to be at the same time the journal by 
means of which the entries in the ledger are 
posted or checked. If the seller of stock lives 
away from London, and cannot or does not wish 
to make the transfer himself, he can give a 
*' power of attorney" to any person to act for 
him, the charge for which is Is. 6d., and a 
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Gk)T6minent stamp of 20s. on the power ;* but if 
the seller desires to make the transfer himself, no 
matter into how many accounts he may wish to 
subdivide his stock, the transfers are made without 
any charge whatever by the Bank, provided the 
transactions be made on the regular transfer days. 
If they take place on other than these days, there 
will be a charge of 2s. 6d. for each transfer. 

The transfer tickets formerly mentioned, and 
which are looked upon as the very foundation of 
aU stock transactions, are scrupulously preserved 
by the Bank in a place set apart expressly for 
them, and removed from the vicinity of the stock 
ledgers. If, therefore, the ledgers should at any 
time by mischance be destroyed, the possession of 
these tickets, together with the dividend books of 
the preceding payment (copies of which will have 
been supplied to the Government), would at any 
time enable the Bank to prepare fresh ledgers. The 
process would of course involve an immense amount 
of labour and care, but still it could, and doubtless 
would, be successfully carried into operation. 

The dividends on all English stocks are paid 
haK-yearly, either in January and July, or April 

♦ By an Act passed in 1860, the Duty ou Powers of Attor- 
ney for the receipt of Dividends not exceeding £10 per annum, 
or for the Sale of Stock not exceeding £20, was reduced to Five 
Shillings; and by a subsequent Act the duty on Powers of 
Attorney, for a continuous receipt of Dividends on any amount, 
is reduced to Five Shillings, and for the receipt of one Dividend 
only, to One Shilling. 
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and October ; and about five weeks before the day 
on which the dividends on any particular stock 
are payable, the books of that stock are, as regards 
the general purposes of transfer, closed, that the 
dividend books and the necessary warrants for 
payment may be prepared. 

The dividend books are made up by the fol- 
lowing process. 

The name of each proprietor is entered on a 
" slip," with the capital stock belonging to him, 
the half-yearly interest, the amount to be deducted 
for income-tax, and the nett sum payable after the 
said duty is deducted; all of which are copied 
according to alphabetical order on sheets of ruled 
paper, which are eventually bound into volumes 
forming the dividend books. The columns appro- 
priated to principal, interest, duty, and nett sum 
are added, and the total amounts of the respective 
dividend books added together will be the amount 
of stock on which dividend is payable, and the 
amount of the dividend itself. 

The dividend books having been made out and 
agreed, the warrants for the payment of the divi- 
dend are then prepared. For every individual 
account contained in the dividend book, a warrant 
specifying the principal amount of stock and the 
interest to be paid thereon, is made out; and 
when the warrants have been carefally read over 
and checked against the dividend books and are 
found to be correct, the preliminary arrangements 
for the payment of the dividends are complete. 
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Dividend Rooms. — Immediately previous to the 
first day of payment, the dividend books and the 
warrants are passed from the Transfer Offices into 
the Dividend Rooms, The books are arranged on 
the eomiter in alphabetical order, and the warrants 
are deposited in drawers inside the counters, and 
both are presided over by a numerous staff of 
clerks, whose duty it is to deUver the warrants to 
the stockholders as they appear to receive their 
dividends. The parties applying must name the 
amount of stock of which they may be possessed, 
and state the name, or names, in which the same 
may be standing. K right, the applicant is re- 
quired to sign the dividend book as an acknow- 
ledgment that the dividend has been received, and 
the warrant for the amount is then handed to 
him. This he also signs, and his signature to the 
same having been attested by the clerk who is 
attending upon him, the warrant is finally handed 
over to the appUcant, and from that moment may 
be considered as so much money. He can pay 
the same into his bankers, he may pay it away as 
money, or he may at once present it at the counter 
of the Dividend Pay Office (which is immediately 
contiguous to the Dividend Eoom), and receive, 
either in notes or gold, or partly in both, the 
amount the warrant may represent. The functions 
of the Dividend Pay Office will be found in greater 
detail under the head of the Banking Department, 
as it is more particularly a branch of that division. 
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Cheque Office. — The warrants thus paid in the 
Dividend Pay Ofl&ce are handed over, day by day, 
to the Cheque Ofl&ce. The duty of this ofl&ce is 
to make up the amount of all the warrants passed 
to it, and see that they agree in the aggregate 
with the amount paid upon them by the Dividend 
Pay Ofl&ce. The warrants are from time to time 
sorted into numerical order, and the principal and 
interest of each warrant is entered on sheets of 
paper printed with numbers corresponding with 
those in the warrants. When the greater part of 
any particular dividend shall have been paid, the 
total amount contained in all these sheets added 
together will be the amount already paid. The 
numbers against which no entries have been made 
will represent the warrants that have not yet been 
applied for, and those which have been drawn but 
not presented for payment. These exceptions are 
checked by reference to the warrant drawers in 
the dividend rooms and the dividend books ; and, 
thus substantiated, it is obvious that the amount 
of those already paid, those not drawn from the 
Bank, and those drawn but not paid, will make the 
gross amount of the dividend. Once a year the 
warrants relating to each particular stock, and a 
copy of the sheets above alluded to, are sent to the 
Audit Office, Somerset House, in evidence that the 
dividends on the said stock have so far been paid ; 
and in this way about 540,000 * warrants are for- 

* About 510,000 warrants are now forwarded. 

a 
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warded annually. A copy of the dividend book, 
called the duplicate, is also forwarded to the same 
office. 

Power of Attorney Office. — The powers of attorney 
taken out for transfer, and the receipt of divi- 
dends, amount in the course of a year to about 
30,000. These are issued from the Power of 
Attorney Office, and the greatest care and atten- 
tion is required, in the first place, in the pre- 
paration of these most important instruments, 
and the most careful and discriminating exami- 
nation when they are returned to the Bank after 
execution. It must be borne in mind that all 
transfers in stock effected by means of forgery are 
at the risk of the Bank, and although every 
reasonable care is taken to prevent error or fraud, 
yet it is impossible, without imposing such restric- 
tions as would be a great impediment to public 
business, to avoid occasional mistakes, and, con- 
sequently, the Bank are not only exposed to risk, 
but do at times actually incur severe losses. 

Register Office. — ^Another office inamediately con- 
nected with the management of the National Debt 
is the Kegister Office. In this office a registration 
is made of all wills and administrations lodged at 
the Bank, for the purpose of substantiating claims 
to the various amounts of stock standing in the 
names of persons deceased. At the expiration of 
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three days they are delivered up to the parties de- 
positing the same, or to their order ; and, in the 
meantime, the deceased person's account will 
have been ** made dead," as it is called, in the 
Bank books, in the various stock accounts in 
which his name may appear. In this way up- 
wards of 4,000 wills and administrations are dealt 
with annually. 

Unclaimed Dividend Office. — ^It must be obvious 
that from many causes, amounts of stock, and the 
dividends thereon, will from time to time remain 
unclaimed. Parties die intestate, and the relatives 
are not aware, perhaps, that they were possessed 
of stock. Others leave the country, and perhaps 
never return. Suffice it that large amounts do so 
remain unclaimed. When such amounts shall 
have remained unclaimed for ten years, it is the 
custom to transfer the same to the account of the 
Commissioners for the Keduction of the National 
Debt ; but the parties entitled can at any time 
make good their claim to the same if they be in 
a position to prove their title, and upon such 
satisfactory proof being forthcoming, the amounts 
will be retransferred by the Commissioners. Until 
lately the means of obtaining knowledge of such 
claims were very circumscribed, but within the last 
year or two the Government have taken a most 
laudable step in furtherance of these unknown 
claims. An office has been estabUshed in the 

G 2 



84 

Bank called the Unclaimed Dividend Ofl&ce, and 
the duty of the clerks in that department, the 
expense of which is defrayed by the Government, 
is to trace out from the old unclaimed dividend 
books all the cases in which any information can 
be obtained; and in this manner no less than 
1,795* claims have been satisfactorily adjusted 
since the institution of the oflSice in August, 1856. 

Stock Office Library. — The Stock Office Library 
of the Bank contains the old stock ledgers, trans- 
fer books, dividend books, powers of attorney 
cases, and numerous other books and documents 
from the establishment of the Bank in 1694, com- 
mencing with the original accounts of Bank 
stock created at that early period, and embracing 
the various Government stocks and securities 
from the respective dates of their creation down 
to the present time. There are upwards of 
100,000 of these books and documents, which 
are all placed under the immediate charge of a 
librarian, and are so systematically and conve- 
niently arranged, that reference can readily be 
made to any of them. They are all in good 
condition, and their due preservation is a matter 
of considerable moment. It is not too much to 
assert that the titles of all who have at any time 



'• The number of claims allowed from 1856 to the present 
time is 7,156. 
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been possessed of Government stock can be 
proved by these means more readily and satis- 
factorily than is the case with many other 
descriptions of property; and that, if occasion 
should require, the whole of any Government 
loan could be traced from its present possessors, 
through the various holders, to the original sub- 
scribers, and that the legal possession of any one 
holder, at any period, could be clearly established. 
No reference, however, can be made but by those 
persons connected with the business of the re- 
spective stock ofl&ces, and all references are 
registered, and are signed for by the parties 
making them. The books in this library contain 
a very interesting and valuable collection of auto- 
graphs, embracing among their number those of 
some of the most remarkable persons of their day. 

To carry out the management of the National 
Debt it is estimated that about 400 persons are 
constantly employed, with an additional staff of 
about 50 when the dividends are paid. Ten 
rooms are entirely devoted to the purpose, and 
upwards of 1,700 books are in constant use. 
The remuneration made to the Bank for this 
service is at the rate of ^340 per million for 
the first Je600,000,000, '• and ^6300 per million for 

* The Bank now receive £300 per million on the first 
£C00,000,000, and £150 per million on the remainder, making 
together about £200,000 a year. 
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the remainder of the capital stock, and amounts 
at the present time to about jE250,000 per annum. 
It requires the peculiar education of the man of 
business to apprehend at a glance the amount of 
labour involved in the production of results such 
as these just described. The number of transfers, 
for instance, is about 176,000 in the course of 
the year, and this operation alone necessitates 
350,000 alterations of account, because for every 
transfer made the amount must be taken from 
one account and must be added to another. This 
is one instance, out of many, of the work in- 
volved in this department of the Bank. Look, 
too, at the making up of the dividend books ; 
every single account must be agreed, the interest 
calculated thereon, the tax estimated and de- 
ducted, and the nett sum to be paid ascertained ; 
and a single mistake in any one of these opera- 
tions might throw out the whole, and it must 
be hunted out and set right. Yet as dividend 
after dividend becomes due, it is found that the 
whole of this complicated machinery has been 
completed, and on the day of payment the stock- 
holder applies for his money without a shade of 
doubt on his mind either as regards the opera- 
tions of the Bank or the good faith of the State 
with the public creditor. And yet there is in- 
volved, in the course of each year, the payment, 
twice over, on 270,000* accounts of the interest on 
nearly £800,000,000 of money. 

* The present number of accounts is 250,000. 
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In no other country of the civilized world is 
there exhibited so bright an example of national 
integrity on .the one hand, and of simple unsus- 
pecting confidence on the other, as is shown in 
this vast monetary connection betwixt the Govern- 
ment and the people ; of which only the faintest 
outline of its administration by the Bank of Eng- 
land has been attempted in the foregoing pages.* 

The number of Transfers and of Accounts in the 
Government Funds in the years 1839, 1849, 1859, 
and 1865 :— 



Tears. 


Trams/ers. 




Accounts, 


1839 .... 


.. £201,190 




. £279,684 


18i9 .... 


.. 190,912 




. 277,506 


1859 .... 


.. 171,881 




. 269,304 


1865 .... 


. . 162,187 




. 245,973 

ft 


Capital of the Unredeemed Debt, 6th April, 


1839.. 767,469,210 


Ditto 


5th 


April, 


1849.. 759,187,036 


Ditto 


5th 


April, 


1859.. 780,363,609 


Ditto 


5th 


April, 


1865.. 708,321,096 



* In 1861 the shuttings were abolished. On 1st of March, 
June, September, and December, the balance of each separate 
account is struck, and transfers may be made on the following 
day, exHliyidend, so that stock may now be sold and transferred 
every day in the year, holidays excepted. 
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ISSUE DEPAKTMENT. 

: The Issue of Bank Notes. — I now come to the 
second great division of the functions of the Bank 
of England, viz., the Issue of Bank Notes, and 
this operation is carried on at present under the 
conditions imposed upon the Corporation by the 
Act of 1844. 

The first requisite of a practical nature is the 
preparation of the notes themselves. The paper 
required in their manufacture has for many years 
past been made at Mr. Portal's mills at Laver- 
stock, Hampshire, and about 213,000 quires are 
usually supplied to the Bank at a cost of 19s. 6d. 
per ream of 500 pieces of paper, and it is usually 
kept for six months before it is taken into use. 
The dies from which the water-mark is made, as 
well as the plates used in printing the notes, are 
all manufactured at the Bank, and the printing 
presses and printing are placed under the joint 
care of the chief printer (Mr. Coe), and the engineer 
(Mr. Hensman). The chief cashier regulates the 
quantity of notes required to be printed, and sends 
orders to the printing-office for the number he 
deems requisite. The notes are printed by a 
double process, the first embracing all portions 
excepting the numbers and dates; which, as a 
separate operation, are printed into the skeleton 
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notes as they are required for issue. After the first 
process, the notes are handed over to the cashier, 
who then becomes responsible for their safe custody. 
The second process is not entered upon until they 
are required for issue, when they are numbered, 
dated, and signed under the direct inspection of 
some of the cashiers, who are in daily attendance 
for that purpose in the printing-office, who count 
them over, see that they are all right, and then 
take charge of them and discharge the printers of 
all further responsibility. The notes thus pre- 
pared for issue are then deposited in the treasury, 
and are kept ready for daily use. 

When the chief cashier from time to time orders 
the numbering and dating of bank-notes, he gives 
the chief accountant notice thereof, specifying how 
many are to be prepared, and the dates they will 
respectively bear. The accountant immediately 
opens a general credit for the amount of the new 
creation of notes, and at the same time prepares 
books in his own department, called ledgers, num- 
bered and dated to correspond with the notes in 
question, in which a separate credit is opened for 
every individual note made. 

The notes being now ready for use are drawn 
from the treasury, as occasion may require, by the 
chief cashier, and are passed into the Issue De- 
partment, from which they are issued to the 
public, to the bankers, to the banking offices of 
the house, and to the respective branches, so that 
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this department is cognizant of, and virtually re- 
sponsible for, the issue of all the notes circulated 
by the Bank of England. There are two principal 
ways in which notes get into circulation. In the 
first place, any one can demand notes in exchange 
for sovereigns ; and, secondly, any person having 
a drawing account at the Bank has only to draw a 
cheque, and on its presentation he will be paid the 
whole or any part of the amount on his account in 
notes, or notes and gold, as he may prefer. Every 
note issued is entered by its number and date in 
the books of the Issue Department, and these 
books being all duly balanced at the close of each 
day, all the remaining notes (including those con- 
sidered as broken cash, in the portfolios of the pay 
clerks, and deposited each night in the treasury) 
are returned every evening to the cashier, whose 
account will then show the number of notes issued 
in the course of the day. Simultaneously with 
this process, another will have been in operation 
through the day, and in the same department, 
viz., the exchange of notes for gold. The bank- 
note being a promise to pay the amount thereof in 
gold on demand, any one bringing notes to the 
Bank is entitled to make this demand, and during 
each day large amounts of gold are given in ex- 
change for notes. The cashier's daily account 
therefore wUl show the number of notes received 
back again into the Bank in this way, as well as 
all paid in to account by parties having drawing 
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accounts at the Bank. A similar account in ab- 
stract of all notes exchanged for gold, or gold 
exchanged for notes, and of notes paid or received 
in the banking ofl&ces, is kept by the accountant 
of the Bank, whose accounts must agree daily with 
those of the cashier. 

It has already been mentioned that as the notes 
are from time to time numbered and dated for 
issue, the accountant is made acquainted there^ 
with, and that he prepares ledgers containing a 
separate credit for every note issued. When the 
notes are returned again to the Bank for payment, 
these individual credits are cancelled by the date 
of the return of each respective note being posted 
in the ledger against the number corresponding 
with that borne by the note itself. Thus it will 
be seen, that the amount of the credits closed, or, 
in other words, the number of notes paid in, being 
deducted from the circulation account, will show 
at the close of each day the actual number and 
amount of the notes remaining in circulation. 

When notes are received by any Bank clerk they 
are at once cancelled, which is accompUshed by 
tearing off the comer bearing the signature of the 
cashier, and subsequently they are further defaced 
by the amount placed in the left hand comer being 
punched out. When cancelled and written off in 
the books of the accountant's office, the notes, 
which will previously have been separated into 
amounts, and dates, and sorted numerically, are 
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tied up in parcels varying from 300 to 1,500, and 
each individual note will have upon the face of it 
a stamped mark, which will bear such reference to 
the balance-sheets of the day, as will enable a clerk 
in the space of a few minutes to state by whom 
and when the said note was paid into the Bank. 
These parcels are then deposited in the account- 
ant's library, and put away in boxes containing 
from three to six bundles of 1,000 notes each, and 
are preserved for ten years, at the expiration of 
which period they are burnt upon the premises. 
During these ten years any note can be referred 
to and the particulars of payment ascertained, 
provided sufficient description can be given as to 
the number, date, and amount. The number of 
notes paid into the Bank and cancelled daily, 
varies from about 24,000 to 42,000,* giving an 
average of about 33,000 a-day. In the library 
just mentioned there are 16,000 boxes containing 
the bundles of bank-notes, and the notes them- 
selves generally amount to the almost incredible 
number of 90,000,000,t and any one of these can 
be referred to in about four or five minutes. The 
whole of this vast and expensive arrangement is 
maintained for the convenience of the pubUc, that 



* Number of notes canceUed daily varies from 30,000 to 
61,000, giving an average of 42,000 a day, for the last year. 

t Now 80,000,000, the notes being kept only seven instead of 
ten years. 
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they may have the opportunity of tracing bank- 
notes, should occasion arise. As far as the Bank 
is concerned the notes might be destroyed as soon 
as they have been paid, and the obligation ex- 
pressed upon them shall have been fulfilled. 

The number of persons employed in the printing 
department solely on the production of notes is 
about thirty, including twenty-four boys, who 
supply the presses ; in addition to these there are 
nine cashiers, who are highly-paid officers of the 
Bank, and eight store clerks. 

The number of clerks employed in the depart- 
ment for the exchange of notes for gold, and gold 
for notes, is about fifteen, and the number in the 
treasury having the custody of the notes ready for 
use is about three. 

The number of clerks employed in the account- 
ant's department for entering, posting, and pricking 
off notes as received, is about one hundred,* in- 
cluding fifteen inspectors, whose sole business it 
is to inspect notes for the purpose of detecting 
forgeries and for giving the earUest intimation 
for inquiry, if by accident a forged note shall have 
been paid. As the bulk of notes paid in daily to 
the Bank are received from the London bankers, 
who leave their parcels some hours for examina- 
tion, there is great opportunity afforded to prevent 
any forged note from being cashed. 

* The number of clerks and other persons now employed ia 
125. 
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Bullion Office. — ^Another part of the Bank, which 
is directly connected with the issue of notes, is the 
BuUion Office. As the Bank are bound by law to 
buy any amount of gold at the rate of £Z. 17s, 9d. 
per ounce of standard gold, or, in other words, to 
give their notes or acknowledgment at that rate, it 
is quite necessary to have a department where the 
buUion so acquired may be placed in safe custody. 
The obligation on the Bank to buy gold or buUion 
at the rate of JS3. 17s. 9d. per ounce standard is a 
convenience to the pubKc who require an ex- 
changeable commodity such as coin, instead of 
gold as imported, in the shape of bullion — ^buUion 
meaning gold or silver in any other shape or form 
than coin. If an importer of gold wishes to sell, 
that is, to obtain gold coin which he can pay 
away, he can take his buUion to the Mint, and for 
every ounce of gold of twenty-two carats fine, or 
twenty-two parts out of twenty-four pure gold, he 
will receive gold coin at the rate of JE3. 17s. lO^d. 
per ounce; but to obtain this he must send the. 
gold to the Mint, and wait some days for the coin. 
It is therefore found more advantageous to the 
seUer to take the gold to the Bank and receive l|^d. 
less per ounce, and this operation is effected with- 
out any loss to the Bank, who seU again the same 
buUion, for which they charge jE3. 17s. lO^d. per 
ounce. The Bank only send their buUion to be 
coined as they may be in want of sovereigns. 
Frequently they seU foreign gold coin at a smaU 
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profit, as it may be worth more to an exporter — 
for instance to Kussia — ^to have Eussian gold coin 
than either har gold or sovereigns; but, in all 
cases, the rule of the Bank is to buy gold only at 
such a price as will render it equivalent to gold 
coin, that is to say, at a rate for which without 
loss they can always convert the bullion into coin 
at the Mint. 

The BuUion Office at the Bank is also made use 
of as a depot or warehouse for gold or silver, or 
other such valuable comtmodities — diamonds or 
precious stones, for instance ; and importers are 
allowed to deposit and retire their goods free of 
charge, the Bank being remunerated by small 
payments for the use of the Bank scales, packing 
bullion for export, or collection of freights on bul- 
Uon, etc., so that this department does not add 
anything to the general expenditure of the Bank, 
but, on the contrary, yields, though an uncertain, 
yet always some annual profit. 

There is a department in the hall called, for dis- 
tinction, the Silver Office, in which about twelve 
clerks are employed in taking in silver from the 
bankers and others. In this way about JE1,600,000 
worth are counted over, weighed, and carefully 
examined in the course of the year, in addition to 
about i!600,000 of new silver from the Mint.* 



* In the year ending October, 186C, £2,200,000 worth 
was counted over, &c., and £500,000 new silver from the Mint. 
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Gold Weighing Room. — ^All gold paid into the 
Bank is weighed in a room called the ^' Gold 
Weighing Room/' In this room there are ten 
machines * (the invention of Mr. Cotton, late Go- 
vernor and now senior Director of the Bank) con- 
stantly at work. It is merely necessary to keep 
them fed with sovereigns and half-sovereigns, and 
the whole process of weighing and dividing the 
light from the full-weight coins is performed by 
the machines themselves, at a rate of about 2,000 
an hour each, and with an accuracy and precision 
that could not possibly be attained by manual 
labour. In this manner, in the year 1858, 
jE14,426,507 f worth of gold coin was weighed and 
sorted, and the number of individual pieces 
amounted to 15,866,343.J: As each gold coin 
paid into the Bank is very accurately weighed, to 
the daily average of 50,000, and those found to be 
light are cut, the current weight of the circulation 
is to a considerable extent preserved. 

The machines are kept in motion by an atmo- 
spheric engine, connected with the steam engine, 
and the light sovereigns are immediately cut, to 
be remelted. 

* Now twelve machineR. 

t In 1866 £20,000,000 worth of gold waa weighed. 
J The number of individual pieces amounted to 22,000,000, 
making a dailj average of 68,000. 
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BANKING OFFICES. 

The Offices which are embraced under this title 
are those in which the ordinary business of the 
Bank as London bankers is transacted, and the 
most important of them are the Private Drawing 
Office, the Public Drawing Office, the Bill Office, 
the Post Bill Office, and the Dividend Pay Office, 
which are all intimately connected in their opera- 
tions. 

Private Bramng Office. — The Private Drawing 
Office is, for the sake of convenience, devoted 
entirely to the custody of private accounts. Any 
person may open a drawing account at the Bank 
upon being respectably introduced, the sole condi- 
tion being that the account shall be remunerative 
to the Bank. This condition will be fulfilled if 
the ordinary balance on the account be sufficient 
to enable the Bank, by the use of such balance at 
the average rate of interest for money, to reaUze a 
profit over and above the expense of keeping the 
account. The amount of balance required in order 
that an account may be considered remunerative, 
will of course depend upon the number of cheques 
paid, and the amount of work otherwise required 
to be done. There is no stipulated sum insisted 
upon as a cash balance ; but the head of the de- 
partment will always explain to any person, on his 
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opening an account, what kind of balance would 
be deemed remunerative. As a rough guess, it 
has been considered, that unless the Bank can 
receive as interest, during the year, 6d. for every 
entry of a cheque paid, there would be no adequate 
remuneration. Suppose, for instance, that a cus- 
tomer keeps an average balance of JE500, it would 
be necessary to keep J6100 unemployed, and the 
remaining JE400, at 3 per cent., would yield an 
interest of JE12 a year. Now, if not more than 
480 cheques are drawn in the year, the balance 
would be considered remunerative, 480 at 6d., 
being £12. If, however, such account were used 
at the rate of 1,000 cheques, or drafts for payment, 
in the course of the year, the case would be dif- 
ferent. Some accounts are allowed to be kept 
without the necessity of a balance being insisted 
upon ; but a charge, in proportion to the quantity 
of work required to be done, is made annually — 
this plan is, however, an exception to the general 
rule. 

The Bank afford every convenience to their cus- 
tomers, and will buy, or sell, or take charge of secu- 
rities, receive their dividends of all kinds, and make 
payments at almost any place; and although ac- 
counts are not allowed to be overdrawn, the Bank 
are always ready to discount Bills, if considered good, 
for their customers, and to make advances on such 
securities as they are in the habit of receiving ; 
but these advantages are only afforded to those 
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who keep either their sole account at the Bank, or 
what is considered a remunerative balance. It is 
the duty of the head of the Department to see that 
all the accounts are fairly worked, and that the 
Bank is thus remunerated for the work done. If 
an account is not considered to be fairly worked, 
the customer is communicated with, and if the 
representations made are not attended to, the 
account is ordered to be closed. 

The ordinary business of receiving and paying 
money on banking accounts is transacted in one 
large room, divided into four parts, one of which 
is the office now under consideration, in which the 
ordinary customers of the Bank transact their 
business at a long counter divided into sections, 
alphabetically, to save time and prevent confusion. 
In this part there are clerks always at the counter, 
receiving or paying money, and as they are re- 
sponsible either for paying forged cheques, or for 
allowing accounts to be overdrawn, they have the 
most ready access to the ledgers, which are kept 
constantly posted up by separate clerks, so that 
any clerk at the counter can immediately ascer- 
tain, before paying a cheque, whether there is 
sufficient balance on the account. 

If cheques requiring collection at a distance are 
paid in to the credit of an account, time must be 
allowed for the receipt of money before it can be 
drawn oflf ; but the endeavour of the Bank is to 
afford every facility, consistent with security, to 

H % 
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enable their cnstomers to make use of every kind 
of order for payment, by turning it into cash as 
quickly as practicable. 

All the London bankers and joint-stock banks 
have drawing accounts at the Bank, and a divi- 
sion of the counter in this office is especially 
reserved for their convenience. The great advan- 
tage gained by the Bank and by the bankers 
adopting this course is, the power of conducting 
their vast daily exchanges of drafts and bills, etc., 
without the necessity of bank-notes or coin, and, 
consequently, with very little risk from loss or 
fraud. Without such an arrangement, if the Bank 
had a ^* charge'' of J£10,000 in drafts on Messrs. 
Glyn and Co., as, for many reasons, the Bank do 
not join the Clearing-house, these must be taken 
to their bank, and they would have to pay them in 
cash, whilst at that very moment Glyn's own clerk 
might be taking a ** charge" of equal amount to 
the Bank, consisting of cheques on Bank drawing 
accounts, post bills, Government bills, dividend 
warrants, and other documents payable at the 
Bank, for which he, also, would have to receive 
money. Thus J620,000 would have to be carried 
through the City at the risk of the clerks, and loss 
arise in the employment of so much money ; 
whereas, now, the clerk from Glyn and Co. pays 
in his charge to the credit of their account, and 
Glyn and Co. give the Bank out-teller a cheque on 
the Bank, in liquidation of his claim on them. 
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Many of the bankers have most readily seconded 
the views of the Bank, and make large exchanges 
among each other in the same way, by cheques 
instead of by cash ; and since 1856 a still further 
adaptation of the principle has taken place, by the 
bankers generally consenting to pay the balances 
of their accounts at the Clearing-house at the close 
of each day's proceedings, by cheques on their 
drawing accounts at the Bank, instead of, as for- 
merly, in money — a clerk at the Bank staying after 
business hours for the special purpose of clearing 
these cheques ; or, in other words, satisfying the 
several bankers that the cheques they have 
received will be honoured. Thus this division of 
the Drawing Office becomes a most valuable 
adjunct to the Clearing-house, Such exchanges 
take place to the amount of about ^6135,000,000* 
yearly, and with this aid it is estimated roughly that 
exchanges to the enormous sum of JBl, 900,000,0001 
are annually effected at the Clearing-house without 
the use or employment of one single bank-note or 
coin of any kind. The number of separate accounts 
kept in this office, as ordinary deposit accounts, is 
about 4,000. 

Public Drawing Office. — The province of the Pub- 
lic Drawing Office is to take the management of 
all public or Government accounts, but this defi- 

♦ Now ^26,000,000. t Now £4,088,000,000. 
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nition is not strictly preserved, as there are a 
number of accounts usually called public which 
are not Government accounts, such as the Trinity 
House, the Accountant in Bankruptcy, the East 
Indian Kailway, etc., etc. The separation of the 
pubUc from the private accounts is merely made 
to insure, by the sub-division of labour, greater 
convenience both to the pubUc generally and to 
the clerks of the Bank, There is no practical 
difference whether money is paid or received on a 
Government account, or on any other account 
which may be kept at this separate department ; 
all receipts in the day go to the credit of deposits, 
and all payments are charged to deposits, and the 
balance at the close of the day must agree with 
the cash brought in to the cashiers as money not 
used, after accounting for all payments and receipts 
made during the day. There are about 109 clerks 
employed in these two Drawing Offices, and about 
221 books in constant use. 

Bill Office.— hi the Bill Office aU BiUs of ex- 
change belonging to customers, or bills which 
have been discounted belonging to the Bank, are 
kept duly sorted and so arranged as to be presented 
without fail at maturity. About thirty-two out- 
tellers are engaged in this duty, and in presenting 
also the various cheques which are paid into 
account at the Drawing Offices during the day. 
There are two cqllecting circuits, called the *' Out 
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Walk " and the '' City Walk." In the former of 
these, which includes all West End bankers and 
the suburbs of London, there are only two collec- 
tions daily, viz., at nine o'clock in the morning, 
and at mid-day, so that drafts on places of business 
within its limits, which are paid into account in 
the Drawing Offices after twelve o'clock, cannot be 
forwarded till the following morning ; but, on City 
bankers, included in the '^ City Walk," the collec- 
tions are made hourly till three o'clock, and so 
promptly are the presentations made that cheques 
paid into a drawing account up to that hour may 
be drawn against the same evening. In this office, 
also, securities which are deposited for safety by 
customers and others are received and re-delivered, 
and the coupons and interest-notes are cashed as 
they jEall due. About sixty-five clerks are employed, 
and about 121 books are used in recording the 
bills, etc., for collection and the securities deposited. 
Although this office adds nothing to the revenue 
of the Bank, it is most important in the economy 
of the general business, performing the part of a 
collecting agent for the other departments, in pre- 
senting, under a system which ensures unerring 
precision and great promptitude, all the cheques, 
etc., they have received, and all bills or interest- 
notes which are payable at a distant date. 

Bank Post Bill Office.— Jn the Post Bill Office 
the Bank grant bills due at seven days' or sixty 
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days' date, the value being paid in cash when the 
bills are taken out, and the Bank becoming re- 
sponsible for the payment of the bills at maturity. 
These bills, which can be taken out for uneven 
amounts, are a great convenience to parties having 
occasion to remit money to various parts of 
England, or even foreign countries, as they are 
readily taken all over the world upon the credit of 
the Bank of England ; and the person wishing to 
make a remittance knows that the only expense is 
the loss of the interest of the money. There is 
generally an outstanding balance of about J6500,000, 
which the Bank may make use of ; the interest 
which can be made, minus the expense of the 
office and printing the bills, being to the profit of 
the Bank. 

There are about 110,000 bills issued in the 
course of the year, representing an aggregate of 
about ^68,000,000,* and sixteen clerks are engaged 
in this office. 

Dividend Fay Office. — There is one other depart- 
ment of the banking offices which is not under the 
same roof with those already mentioned, but which, 
for greater convenience, is located in the immediate 
vicinity of the Stock Offices, and is called the 
Dividend Pay Office. Every dividend is paid by 
what is called a warrant, which answers the double 

* Now £6,000,000. 
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purpose of being a cheque payable on demand, and 
also a receipt, which is used afterwards as a vou- 
cher to produce at the Audit Office in proof of the 
payment of the dividend which the Bank have 
charged to' the Government, The work in this 
office is light at any other time than on the four 
quarterly periods for payment of dividends on the 
Government stock, when the receivers of dividends 
not paid through bankers generally require pay- 
ment inmiediately after the receipt of the warrant 
in an adjoining room. Frequently, as many as 
5,000 separate dividend warrants are paid over the 
counter on these occasions in the course of a single 
day, when as many as forty-eight clerks are em- 
ployed in this office. 

Chancery and Exchequer^ and General Cash-book 
Offices. — There are two small offices immediately 
connected with the banking offices, called the 
** Chancery and Exchequer Office,'' and the '* Chan- 
cery or General Cash-book Office." The former 
of these is under the control of the chief account- 
ant, and owes its existence solely to the necessity 
of keeping the account of the "Accountant-General 
of Chancery " in very great detail. In it, separate 
accounts are kept of all causes and matters in 
which funds and cash belonging to the various 
suitors in the Court of Chancery ; as also of the 
many intricate and distinct accounts into which 
these causes often branch out in pursuance of 
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decrees of the Court. The drafts which are issued 
by the Accountant in Chancery, and which, at 
certain periods, number as many[as 700 a-day, are 
here examined before they are passed for payment. 
The General Cash-book Office, which is under the 
control of the chief cashier, issues orders on the 
Public Drawing Office for payment of these drafts, 
and receives money on Chancery account, forward- 
ing to the Accountant-General daily a detailed 
statement of the day's proceedings. In this office, 
also, the general cash-book of the house is kept, 
and payment made of the various bills and expenses 
of the Bank itself, and the pensions to super- 
annuated officers. 

Discount Office. — There is a separate office for 
discounting bills, called the Discount Office. The 
Bank employs a considerable amount of its usual 
deposits in this kind of security, as it is con- 
sidered one of the very best modes in which 
money payable on demand can be safely used. 
If the sum so employed were generally kept up 
to about the same proportion of the deposits, 
say one-third, or one-half, the utmost limit of the 
date at which bills become due, commonly called 
the echeance, being ninety days, and the average 
about sixty-eight days, the amount returning to 
the Bank for bills daily falling due would be about 
the same ; and thus a very satisfactory control 
over these resources of the Bank would be main- 
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tained. But this state of things, owing to the 
ordinary habits of London, and the great de- 
pendence placed on the Bank to supply additional 
funds at periods when money or capital has 
become unduly engaged, it is extremely difl&cult 
to maintain ; and it is in the management of this 
description of security that the greatest care is 
required. It has been held by some authorities, 
that the power of raising the rate of interest to/ 
an unlimited extent is sufficient to protect the/ 
Bank against an undue amount of pressure ; but,' 
practically, this has not been exercised with much 
severity. It has very frequently occurred that, 
after a long succession of very low rates of in- 
terest, indicating a great abundance of unem- 
ployed capital, an extent of business has been 
undertaken far beyond what a judicious regard 
to safety should have induced ; and if, when this 
^tate of things is in existence, any sudden appre- 
hension of an approaching scarcity of capital 
should occur, no rise in the rate of discount at 
the Bank will immediately check the demand ; on 
the contrary, for a certain time the very opposite 
effect may be produced, and it is therefore very 
necessary for the Bank of England to have other 
sources on which it may depend for a supply of 
money on such occasions. If the Directors think 
it desirable to go on increasing their securities 
by discounting more largely, it is very difficult, 
though by many authorities considered by no 
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means impossible, for the Bank so to keep their 
rate of discount exactly on a level with the cur- 
rent rate, as to render it probable that they will 
have about a similar proportion at all times of 
the general discount business of the country. But 
the prevalent desire to extend discount operations, 
especially by those banking establishments who 
make their money principally by the difference 
between the interest allowed on deposits and that 
which they can make by employment of the same, 
renders it quite impossible for the Bank, however 
prudently they may have managed their own 
business, to make others, with whose conduct they 
have nothing whatever to do, equally circumspect. 
At particular periods, for many years past, it has 
invariably been found that the Bank of England 
has been looked to for an unusual supply of money 
at the very time when other banking establish- 
ments, and especially the bill-brokers of London, 
have less available money at their command than 
usual. 

Any person, who is carrying on a respectable 
business in London, can have a discount account 
at the Bank of England, if introduced by any 
Director to whom he may be knowiij or by in- 
troduction to the Governors, with such references 
as they may think fit to require ; and when once 
introduced and a discount account opened, he 
may send in bills daily for discount — ^the quahty 
of the bills, and the amount to be granted, being 
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subject to approval of the Directors in daily 
attendance. 

Branch Banks. — The Branch Banks are all per- 
fectly subordinate to the parent Establishment. 
They carry on all the ordinary business of local 
banking — such as receiving deposits, payable on 
demand — ^transmitting money — receiving money 
for customers at all places, and taking charge, of 
securities ; in short, each branch carries on the 
same kind of business as is conducted in the 
di-awing (or ordinary banking) oflSces in London, 
in addition to the issue of bank-notes, seven-day 
bills, or bills at longer dates. The notes issued 
at a particular branch are payable in cash only at 
that branch, or in London. The accounts are 
balanced every night, exactly as in London, and 
the balance sent up to town daily by post, together 
with particulars of all the transactions of each day. 
Any sum of money may be remitted from London 
to any branch, or between the respective branches. 
There are ten of these country branches, and about 
one hundred and fifty persons are employed at 
them. One of the most important services per- 
formed through the Branch Banks is the remittance 
of the Kevenue, which is paid over by the collec- 
tors at the various places of receipt to clerks 
attending from the Branch Banks for the purpose. 
Credit is then immediately given to the Exchequer 
account in London, so that the revenue is made 
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available for the public Bervice with the least 
possible loss of time. 

Branch Banks' Office. — ^All the business connected 
with the country branches is managed in London, 
in an ofl&ce called the ** Branch Banks' Ofl&ce/' in 
which twenty-one clerks are employed. 

Western Branch. — The branch which has lately 
been estabhshed at the West End of London may 
be regarded rather as an extension of the London 
Drawing Offices, than as a separate estabUshment. 
The arrangements, however, differ in no important 
particular from those at the other branches. 

The Secretary's Department stands separate 
from the other departments which have been 
mentioned, although intimately connected with 
each ; and its chief province is to attend to all 
such matters as are brought under the considera- 
tion of the Court of Directors. 

The Secretaries see that all the forms required 
by the Charter are complied with in respect to the 
periodical Meetings of the Proprietors, the Elec- 
tion of Directors, etc. ; — ^they record the proceed- 
ings of the Court, transmitting the orders emana- 
ting therefrom to the several departments. They 
summon and attend all Committees, record their 
proceedings, put them in due form to be reported 
to the Court, and also attend to all work imme- 
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diately required by the Governors. In the Secre- 
tary's office the loss of notes and bills is registered, 
and all correspondence arising out of the same is 
conducted; sometimes as many as 2,700 notes 
are stopped in the course of a year. Applications 
for payments on notes where one-half is lost, or on 
lost bills, are here investigated, declarations pre- 
pared, and bonds taken; and upwards of 600 
separate applications of this nature alone are 
received annually, affecting property to about 
JE16,000 in value, and requiring upwards of 1,000 
declarations to be drawn up. Kecord is kept also 
of all the clerks and others in the employ of the 
Bank, with their salaries, annual augmentations 
and promotions ; and the quarterly pay-sheets for 
the payment of salaries, together with pensions, 
gratuities, etc., are prepared, and all expenses of 
the house are examined. The management of the 
Bank Provident Society and the payment of the 
Annuitants on the Directors' Charitable Fund, 
have recently been confided to this office. There 
are generally under the control of this department 
about fifty unattached clerks, who are lent to the 
different parts of the house, as the work may 
require ; and all examinations of candidates for 
admission into the service, and the periodical 
examinations subsequently required, are conducted 
here. 

As a general rule, all matters and corre- 
spondence of a formal nature, directly affecting 
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either of the three great divisions of the house, 
are conducted by the two Heads of Departments, 
viz., the Chief Accountant and the Chief Cashier ; 
but all general inquiries are referred to the Secre- 
taries, and all incidental correspondence, in addi- 
tion to that immediately relating to the Secretary's 
department, is here carried on, as may be directed 
from time to time by the Governors. 

I do not intend to enter here at any length on 
the subject of the general management of the 
Bank, as the principle on which the business is 
carried on does not diflfer, so far as I know, from 
that of any well-conducted bank in London.] 

The average amount of deposits being known, 
and due regard being paid to the temporary or 
permanent character of the same, the first duty 
of every banker is to invest, in the best banking 
securities, all above the amount to which such 
deposits are likely to be reduced. Of these secu- 
rities none are better than bills of exchange, or 
loans for short periods, and to these should be 
added stock or other investments capable of being 
easily realized. Care must be taken to reserve 
such an amount of cash as will enable the banker 
to meet the ordinary fluctuations arising from re- 
ductions of deposits, without disturbing the general 
nature of the investments. These investments 
are called at the Bank of England, "Banking 
Securities," and the amount held by the Bank is 
published weekly in the London Gazette. 
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The investments of the capital of the Bank, 
though classed under the ordinary term of secu- 
rities, are not necessarily of the same realizable 
nature ; but it is always desirable to keep even a 
considerable portion of this capital in good bank- 
ing securities, which can be brought to sale, should 
more than ordinary demand arise. 

The general management of the banking secu- 
rities comes, in the first instance, under the 
direct cognizance of the Governors, who have 
always the power of consulting with the Com- 
mittee of Treasury ; and the court itself is always 
made fully acquainted with every transaction 
affecting not only these securities, but also every 
matter of interest in the Bank. 

The Issue Department requires no management 
whatever. As every bank-note issued beyond the 
amount of <£14,475,000,* is represented by bullion 
in the vaults, and the 14^ f millions itself is invested 
in Government securities, no risk can possibly 
occur with respect to this department until the 
issue of bank-notes is reduced to 14^ J millions, 
which has never yet been the case. 

It has been stated that, as the sum of JE11,000,000, 
which is a large proportion of the capital of the 
Bank, has been lent to the Government, the Bank 
are thereby prevented from affording that assist- 



* Now £15,000,000. t Now £15,000,000. 

J Now £15,000,000. 

I 
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ance to commerce which they might be able to 
render if that smii were invested in realizable secu- 
rities and available for discounting bills of ex- 
change at particular periods. A statement of this 
kind can only be made by those who are very ill 
infprmed as to the actual state of the Bank ac- 
counts. It is true that a large part of the original 
capital of the Bank was, at some time long past, 
lent to the Government, and that the State now 
owes the Bank that sum. The Government, how- 
ever, pays to the Bank upon the said sum an 
interest of £S per cent., or j£330,000 a year. This 
comes to the same thing, as far as the Bank is 
concerned, as if they held Government stock yield- 
ing an interest of JE330,000 per annum ; and the 
State could at any moment, with the approval of 
Parliament, discharge its debt by a mere book- 
entry in the stock ledgers of the Bank. But the 
inference is not correct, that the Bank are there- 
by prevented from making advances, or loans, or 
discounting to the amount of its capital, as well as 
to the amount of its deposits, if it were considered 
desirable. The Bank could pay off all its stock- 
holders and all its depositors without any inter- 
ference with this Government debt of ^11,000,000, 
provided its note circulation were in the same 
position of credit and in excess of fourteen millions 
sterling, as at present. * Say that the capital of the 
Bank, including, the rest or undivided profits con- 
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sidered as capital, is ^617,000,000 

And that the deposits, including Bank 
Post Bills, amount to about 23,000,000 

The total liabilities in its banking 
department wiU be ^640,000,000 

The Bank hold as banking secu- 
rities — all perfectly good — to the 
amount of about £30,000,000 

And has generally notes in its banking 

reserve of about..., 10,000,000 

^640,000,000 



Thus the Bank could discharge all its banking 
HabiUties and pay off its stockholders without 
calling on the Government for the repayment of 
the Government debt of £11,000,000. 

This assumes, as I have already said, that the 
Issue Department is conducted on the same prin- 
ciples as at present, and that all notes presented 
for payment can be immediately met by cash. If 
the circulation were reduced below £14,476,000, 
the Bank would, under the above-supposed cir- 
cumstances, be compelled to call in the Govern, 
ment debt, and this would at all times be provided 
for by the Government by the creation of an 
equivalent value of three per cent, stock, which 
would be bought by the pubUc, and repaid by the 
Government to the Bank. 

I 2 
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I have now given at some length an account of 
the working of the Bank as carried on in the 
separate departments alluded to before, viz, : — 
Government National Debt, Issue of Notes, Ordi- 
nary Banking, and briefly stated the general prin- 
ciples of management. It remains to be seen 
in what way these three principal divisions are 
worked by the two heads of departments, and by 
the Directors- The chief clerk in the Bank 
estabHshment is called the Chief Accountant, the 
second is the Chief Cashier. The Chief Account- 
ant has cognizance of all the accounts, including 
those relating to the National Debt; and the 
Chief Cashier has charge of all matters relating 
to money payments or receipts. The early theory 
of the Bank was to keep these two departments 
entirely distinct, and almost every book in the 
Bank was kept under the superintendence of the 
Chief Accountant, the Chief Cashier only taking 
charge of cash, receiving deposits, paying depo- 
sitors, granting Bank post bills, exchanging notes 
for gold, and gold for notes, and, in short, doing 
all matters connected with banking for which no 
book-keeping was requisite ; the book-keeping 
department being all carried on by the Chief 
Accountant, who required the Chief Cashier to 
account for all cash paid and received, and thus 
he was enabled to check daily all the transactions 
of the Bank. 

The working of these two departments (cash 
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and accounts) has been for many years past much 
more blended than formerly, but still the theory is 
mainly kept up, and these two departments act as 
a check on each other. 

The Governor and Deputy-Governor are in daily 
attendance, and there is also a daily Committee, 
consisting of three Directors, who meet at eleven 
o'clock, receive reports of all proceedings at the 
branches, see that all securities of the previous 
day have been lodged with the proper officers, 
lock up securities on which advances have- been 
made on the previous day, take in or deliver gold 
or silver from the vaults, approve or reject bills 
offered for discount, examine from time to time 
securities deposited by customers, and attend gene- 
rally to any work required by the Governors. 

There are twenty-four Directors in addition to 
the two Governors, and these, collectively, con- 
stitute the Court of Directors. The Court meets 
for regular business every Thursday, when a state- 
ment is made, showing the exact position of the 
Bank accounts up to the preceding night, and 
every matter is brought before it requiring its 
authority, such as the granting of discount 
accounts, ordering all payments for lost notes, the 
granting of pensions, and all matters which the 
Governor has not authority to carry out on his 
own responsibility, and also all matters which the 
Governor thinks of sufficient importance to re- 
quire communication to the Directors. 
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The Directors have full cognizance, either by 
direct weekly communication or otherwise, of 
every transaction carried on in the Bank. 

The Court of Directors is divided out into cer- 
tain Committees, whose duty it is to attend to all 
matters referred specially to their consideration, 
and who are required to report their proceedings 
from time to time to the Court. 

The regular Committees are six in number, 
viz. : — 

The Committee of Treasury. 

The Committee of Daily Waiting. 

The Committee for Lawsuits and the Manage- 
ment of the Branch Banks. 

The Committee for the House and Servants, 
and for the Examination of Clerks. 

The Committee of Inspection for the Account- 
ant's Offices. And 

The Committee of Inspection for the Cashier's 
Offices, in addition to which, special committees 
are from time to time appointed, as occasion may 
require. 

The Treasury Committee consists of the two 
Governors for the time being, the Directors who 
have already filled those offices, and those who, 
without having served the office of Governor, have 
been specially elected by the Court to this Com- 
mittee. 

The Committee of Daily Waiting consists of 
three Directors taken in turn throughout the whole 
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body. Their attendance is at eleven o'clock daily, 
and they are required to remain until all that part 
of the business of the day, which is usually referred 
to them, is concluded. All bills offered for dis- 
count in London are submitted to this Committee, 
and all bills discounted at the country branches, 
except local bills, are shown to them on the 
following day. They have Hkewise charge of all 
buUion not kept for daily wants under the charge 
of the cashiers. 

The Committee for Lawsuits and the Manage- 
ment of the Branch Banks, attend to all business 
arising from the prosecution relating to forgeries, 
etc., and to all matters relating to the ordinary 
administration of the branches. 

The Committee for the House and Servants, 
and for the Examination of Clerks, examine and 
pass all the tradesmen's bills and accounts, order 
the payment of the salaries of the clerks and of 
the pensions, and in addition, examine all candi- 
dates for admission into the service, and conduct 
the periodical examinations of those already in the 
employment of the Bank. 

The Committee of Inspection for the Account- 
ant's Offices, and 

The Committee of Inspection for the Cashier's 
Offices, take cognizance of all irregularities amongst 
the clerks, and consider and report upon any 
changes in the mode of conducting business which 
may be referred to them by the Court of Directors. 
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Some of these Committees meet on regular 
stated occasions, and the rest as often as the 
business necessarily appertaining to their juris- 
diction may require. 

The Governors are selected from the Board of 
Directors by an annual election, but not necessarily 
in rotation. 

They are usually re-elected after one year's 
service, so that they almost invariably serve for 
two years each, the Deputy-Governor succeeding 
the Governor, and their attendance is generally 
constantly required. Matters of daily routine, 
such as questions relating to discipline, are usually 
referred, in the first instance, to the Deputy- 
GoVfemor, and all communications between the 
Government and the Bank, and all matters affect- 
ing the principle of management, are referred, 
usually, direct to the Governor, who is the final 
appeal in all cases requiring decision, which the 
heads of departments may not consider themselves 
justified in deciding. 

The Directors are elected annually by the pro- 
prietors of Bank stock ; but although the stock 
holders in this way have the power of turning out 
any Director — that is, of not electing or of not 
re-electing him, yet it has been the invariable rule 
to leave the selection of new Directors to the 
Court, who are considered more competent to 
choose efficient members for the Board, and who, 
from their position in business and general cha- 
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racter, are best calculated to promote the import- 
ant interests and general welfare of the Bank of 
England. 

The vast proportions of the whole Establish- 
ment may be summed up in a few general remarks. 
As a building, it covers nearly four acres of 
ground, and bears an estimated rental of <£40,000* a 
year. In addition to the Clerk of Works and 
various doorkeepers and attendants, the three 
principal officers, viz., the Chief Accountant, 
the Chief Cashier, and the Secretary, have resi- 
dences within its walls ; and although it is under- 
stood that two of the latter shall always be in 
residence, the Bank is never left without the 
superintendence of other responsible agentn— 
clerks of character and standing being appointed 
to attend every .night during the year. A guard 
of soldiers is on duty every night, besides a body 
of watchmen, formed of the porters of the house, 
all of whom are trained to the use of the ample 
arrangements provided in case of fire. 

Upwards of 1,000 persons are employed, in- 
cluding those at the branches, the porters, me- 
chanics, machine boys, etc., and the salaries and 
wages amount to nearly J6240,000t a year, 
besides pensions to superannuated officers of 
about JE20,000 more. The clerks have an Insur- 

* The estimated rental is now £70,000 a year. 
t Now £260,000. 

K 
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ance Society amongst themselves, in which they 
can secure a Umited assurance on favourable terms ; 
and they also possess a valuable and well-selected 
library in the Bank, a great many of the books 
having been presented by the Directors. 

The almost universal mode of subordinate go- 
vernment is by a Principal and Deputy-Principal 
to each ofl&ce — whilst in some of the larger offices 
there are Superintendents in addition. The Prin- 
cipals exercise control in their own offices, and 
once in each quarter have direct communication 
with a Committee of Directors, when they are 
required, and, in fact, encouraged, to make a full 
report of the working of their several sections of 
the house ; but, ordinarily, they report only to the 
head of the department they may be under, who, 
if necessary, communicates inamediately with the 
Governors. The most complete subordination and 
the strictest discipline are insisted upon amongst 
the body of clerks — ^their work is not excessive, 
but is expected to be performed (and indeed is 
generally so performed) with punctuality, zeal, 
and gentlemanly behaviour. Should occasional 
instances arise to the contrary, and fortunately 
they are few, the system of administration is so 
judiciously arranged, that upon the first appear- 
ance of irregularity it is promptly and resolutely 
suppressed. 

This is no place to discuss the poUtical aspect of 
the Bank of England— and the foregoing sketch is 
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simply intended to show, at least in outline, the 
constitution and arrangements of the powerful 
machinery which the Directors have at their dis- 
posal for carrying out the important trusts which 
have been committed to their charge,* 

* Since the above was written, the Bank have undertaken the 
management of the East India Stock, and of the various funds 
noised, and the interest on which is guaranteed by the Council 
of India, viz. :— 

India £5 per cent. Stock. 

India £4 „ „ 

East India £4 per cent. Transfer Loan. 

Rupee Promissory Note Paper. 
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